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The  endeavor  in  this  paper  will  he  to  treat  of  the  principles 
involved  and  the  methods  used  by  the  modern  investment  banker 
in  his  selection  and  judgment  of  bond  issues.  It  is  somewhat 
surprising,  in  view  of  the  vast  importance  of  bonds  in  the 
economic  life  of  the  coutry,  that  so  little  is  written  about  the 
bond  business.  Particularly  that  branch  of  the  business  whose 
function  is  examining,  judging,  and  purchasing  new  issues. 

A great  many  of  the  opinions  and  statements  made  herein 
by  the  writer  are  conclusions  arrived  at  after  two  years’  ex- 
perience selling  securities,  .and  from  knowledge  gained  through 
a considerable  acquaintance  with  practical  bond  men  in  New  York 
! and  Chicago. 

One  bond  man  in  Chicago,  a friend  of  the  writer,  recently 
stated  that  the  entire  purchasing  of  railroad  issues  was  done 
by  ten  or  twelve  men  in  New  York,  and  that  the  basis  on  which 
they  judge  issues  is  known  to  themselves  alone,  whatever  science 
they  use,  not  being  for  public  enlightenment.  Contrary  to  this 
statement,  Mr.  Lawrence  Chamberlain  says,  in  his  article.  The 
Work  of  the  Rond  House,  "It  is  only  as  one  studies  the  purchasing 
function  of  the  bond  houses  and  the  achievements  and  possibilities 
of  economic  service  through  the  process  of  selection  in  purchases, 
that  one  realizes  how  rapidly  bond  investment  is  growing  into  a 

well  defined  and  thoroughly  developed  science, then  why  not 

treat  the  principles  of  bond  investment  in  scholarly  fashion  and 
credit  the  orderly  study  of  them  as  the  .Science  of  Bond  Investment." 

Financing,  as  well  as  all  other  forms  of  business,  is  being 
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Invaded  by  the  scientist,  and  in  the  best  bond  houses  of  today, 
we  find  the  old  purchasing  traditions  giving  way  as  the  younger, 
college-bred  generation,  trained  in,  or  at  least  in  sympathy  with, 
scientific  methods,  advances  to  influential  administrative  positions. 

The  writer  would  take  the  stand  that  scientific  judgment  of 
corporation  financial  strength  is  only  sane  and  progressive,  and 
that  successful  loaning  can  only  be  done  on  scientific  judging. 

The  admirable  work  of  Mr.  Roger  V.r.  Babson  in  this  connection,  and 
the  very  recent  work  of  Mr.  Chamberlain,  are  monuments  that  testify 
to  the  strong  belief  in  this  theory  on  the  part  of  practical 
business  men. 

It  is  an  old  axiom  of  the  bond  house  that  "A  bond  well  bought 
is  already  sold."  This  axiom  in  itself  emphasizes  at  once  the 
importance  of  the  purchasing  department  and  the  part  it  plays  in 
the  success  of  any  bond  business.  Mr.  Chamberlain  says  regarding 
this,  "The  success  of  the  bond  houses  in  weathering  all  sorts  of 
financial  storms  while  stock  exchange  houses  have  gone  down  by 
the  score,  is  strong  support  of  the  contention  that  bond  investment 
rests  on  a basis  of  principles  reducible  to  a science.  The  writer, 
(Mr.  Chamberlain)  knows  of  not  one  important  investment  house  that 
has  failed  except  through  deliberate  violation  of  perfectly  well- 
known  investment  principles,  or  through  equally  deliberate  fraud." 

The  need  of  greater  skill  and  accuracy  in  finance  is  ably 
illustrated  by  the  remarks  of  Mr.  II.  M.  Byllesby,  of  the  well-known 
engineering  firm  that  bears  his  name,  when  he  addressed  the  College 
of  Engineering  recently  at  the  University  of  Illinois.  Ilis  remarks 
were  about  as  follows:  "A  few  years  ago  it  made  little  difference 
whether  the  cost  of  a railroad  came  within  fifty  per-cent  of  the 
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estimates  or  not.  In  those  clays  the  railroads  could  easily  carry 
a floating  debt  of  a few  millions  and  gradually  sink  it,  but  today 
the  engineer  and  the  financier  must  work  hand  in  hand.  They  must 
become  so  proficient  in  their  respective  sciences  that  railroad 
and  other  projects  can  be  built  within  the  estimates."  The  de- 
duction from  his  remarks  is  this:  There  must  be  greater  accuracy 
in  building  railroads  because  the  roads  must  know  exactly  what 
financial  load  they  will  have  to  carry.  It  means  that  there  is 
no  margin  to  take  care  of  the  mistakes  in  estimates  because, 
turning  further  to  the  bond  purchaser,  the  financiers  have  reached 
the  point  where  they  have  to  finance  scientifically  and  accurately 


The  days  of  slip-shod  finance  are  past.  We  hear  of  soil -physics 
and  intensive  cultivation  of  our  soil.  Why?  Because  people  de- 
sire to  know  more  accurately  just  what  may  be  expected  from  a 
given  piece  of  soil.  Recently  we  have  seen  the  rise  of  the 
statistician  in  the  bond  business.  Why?  Because  the  investing 
public  desires  to  know  more  accurately  just  what  may  be  expected 
from  investments.  One  of  the  oldest  and  most  famous  firms  in 
Wall  Street  has  recently  admitted  a statistician  to  membership 
! in  the  firm.  This  event  would  have  been  scoffed  at  a few  years  ago. 

The  limits  are  being  set  on  all  sides.  Commissions  forbid 
increases  in  rates,  often  lowering  them  in  the  case  of  public 
utilities,  and  the  labor  unions  are  constantly  dictating  for  increas- 
ed wages.  Materials  are  at  best  increasing  in  price  too  fast.  On 
the  whole,  then,  it  is  more  imperative  now  than  ever  before  to 
diagnose  the  actual  condition  of  railroads,  gas  companies,  and  the 
multitude  of  industrial  corporations  more  thoroughly  and  accurately. 

The  investment  banker  must  necessarily  have  an  expert  know- 
ledge of  all  the  principles  involved  in  judging  the  financial 
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strength  of  a corporation,  and  he  must  pursue  methods  which  will 
lead  him  to  a position  of  future  safety.  Thus  it  is  essential 
that  he'maintain  an  expert  purchasing  staff.  The  methods  followed 
by  tliis  staff  are  outlined  very  fully  in  the  Appendix  under  the 
N.  W.  Halsey  article. 

It  may  not  be  amiss  to  state,  for  the  benefit  of  those  readers 
who  do  not  clearly  distinguish  between  bonds  and  stocks,  that  the 
terra  bond,  as  hereinafter  used,  refers  to  the  contractual  instrument 
drawn  between  a borrower  and  a lender.  In  most  of  the  subject 
matter,  the  borrower  is  a corporation  and  the  lender  is  virtually 
the  bond  purchaser  (meaning  the  bond  house).  The  relation  con- 
stituted thereby  is  purely  a debtor-creditor  relation,  the  debtor 
agreeing,  in  consideration  of  the  money  loaned,  to  repay  the 
creditor  upon  a certain  date,  and  to  pay  a specified  interest  rate 
upon  the  principal  at  stated  times. 

In  distinction  between  bonds  and  stocks,  it  majr  be  said,  the 
bond  holder  is  a creditor,  and  the  stock  holder  is  a partner. 

For  the  purpose  of  acquainting  the  reader  more  fully  with  the 
subject,  a classification  of  bonds  according  to  obligor  is  sub- 
mitted below.  The  table  was  made  by  Mr.  Chamberlain.  (See  next  page) 


One  notes  at  first  glance  the  broad  distinction  between 
municipal,  obligors  and  corporate  obligors,  or  it  might  be 
called  public  and  private  debtors.  In  the  next  division, 
one  notes  civil  loans  divided  into  sovereign  debts  and 
debts  of  the  smaller  governmental  units.  On  the  corporate 
or  private  side  one  notes  the  debtors  divided  into  three 
general  classes:  those  engaged  in  transportation,  those  oper- 
ating public  utilities,  and  those  engaged  in  industrial 
pursuits.  The  last  sub-division  comprises  a multitude  of 
various  debtors  and  is  the  field  in  which  the  greatest 
skill  in  selection  of  bonds  is  required.  The  uniformity 
of  goodness  that  obtains  in  the  foregoing  general  classes  is 
lacking.  The  still  further  sub-division  into  subsidiary 
units  ought  to  guide  one  who  is  interested  in  tracing  the 
relationship  of  bonds. 

The  table  is  submitted  here  just  as  printed  in  Mr.  Chamberlain’s 

article,  The  Work  of  the  Bond  House. 
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Civil  Loans 


Corporation 

Loans 


Classification  of  Bonds 
According" to  the  Obligor 


Governin’ t Loans* 


Municipal  Loans- 


U . S . Bonds 
Bonds  of  Dependencies 
Territorial  Bonds 
State  Bonds 

City  Bonds 
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Incorp.  Village  Bonds 

County  Bonds 
Parish  ’’ 

Quasi -Municipal  j Township  " 

Borough  ” 

Precinct  " 

Assessment  Bonds. 


Railroad 
Steamship 
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Reclamation  -(Level  Private 
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CHAPTER  I. 


THE  INVESTMENT  RANKER  * S POSITION  IN  FINANCE 

The  Investment  Ranker  is  a distinct  type  of  " go  between". 

He  stands  between  the  corporation  which  needs  additional  capital 
but  without  proper  facilities  for  getting  it,  and  his  clientele 
which  will  buy  certain  kinds  of  bonds.  He  knows  the  whims  and 
fancies  of  his  clientele.  He  knows  precisely  what  kind  of  bond 
and  what  rate  of  interest  will  prove  attractive.  He  is  versed  in 
finance,  and  advises  and  suggests  plans  to  the  borrowing  corporation 
concerning  its  bond  issue.  Furthermore , lie  has  his  reputation  at 
Stake,  and  will  exert  himself  to  the  utmost  to  keep  the  borrowing 
corporation  on  a sound  basis,  aiding  them  in  their  financing  so 
that  interest  payments  will  be  met  promptly  and  repayment  made  as 
the  bonds  mature. 

It  would  seem  at  first  thought  that  a corporation  with  proven 
financial  strength  and  established  reputation  could  market  its 
own  securities  directly  with  investors  to  a better  advantage  than 
through  the  banking  house  and  the  underwriting  syndicate,  but 
the  exact  opposite  has  proven  to  be  true.  A pertinent  illustration 
of  this  point,  and  one  which  proves  that  banking  connections  are  an 
indispensable  service  to  a corporation,  is  the  famous  experiment 
tried  by  the  Pennsylvania  Railroad  Company  in  1903  in  marketing 
its  own  securities.  '"One  of  the  Boston  stockholders,  a very  able 
attorney  named  Mr.  Moorfield  Storey,  submitted  a resolution  to 
the  board  of  directors,  which  provided  for  offering  a proposed 
stock  issue  directly  to  the  highest  bidder  in  open  competition. 

He  advanced  the  arguments,  first,  inasmuch  as  the  Pennsylvania 
Railroad  Company  was  the  first  railroad  corporation  in  the  world, 
and  its  securities  were  entitled  to  highest  rank  and  price  in 
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both  the  United  States  and  Europe;  and  secondly,  inasmuch  as  there 
was  abundant  capital  available  for  investment  in  securities,  and 
that  the  directors  should  secure  the  highest  possible  price;  and 
thirdly,  inasmuch  as  an  open  sale  to  the  highest  bidder  would  do 
much  to  remove  public  belief  that  such  securities  are  issued  for 
excessive  amounts  and  would  tend  to  prevent  legislation  adverse  to 
railroad  corporations  then  threatening,  that  the  directors  offer  the 
new  issue  in  an  open  sale  to  the  highest  bidder. 

In  the  above  case,  says  the  Post,  "The  reasoning  is  very 
plausible,  but  this  method  fails  to  provide  for  emergencies  in  time 
of  financial  stress  when  large  bond  houses  must  be  relied  upon 
for  help."  "A  great  many  people  made  objection  to  the  proposed 
method  of  sale  on  the  ground  that  it  would  depress  the  market, 
and  based  their  arguments  upon  the  experience  of  the  same  company 
at  a time  when  they  offered  a new  issue  of  stock  directly  to 
sto ckholders  at  a reduction  in  market  price."  "In  that  case  the 
market  price  was  close  to  157  before  the  issue  was  brought  out  at 
the  new  price  of  120.  The  result  was  disastrous.  The  market  fell 
at  once  to  the  level  of  the  new  issue."  "The  United  States  Steel 
Corporation  tried  a similar  experiment  in  the  same  year.  They 
offered  an  issue  of  bonds  to  stockholders  at  65  which  was  selling  in 
the  market  at  par,  and  the  result  was  similar  to  the  Pennsylvania 
case.  Both  companies  were  forced  to  resort  to  the  banking  under- 
writers where  the  issues  were  disposed  of  only  by  paying  a large 
commission ." 

Such  results  argue  strongly  in  favor  of  a permanent  connection 

between  the  borrowing  corporation  and  the  bond  house.  The  Banker 

who  handles  the  issues  of  any  given  corporation  year  in  and  year 
out,  can  insure  the  corporation  its  money  at  a cheaper  rate  because 
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he  knows  its  needs,  and  because  he  can  get  all  the  advantages  of 
the  money  market  by  figuring  ahead,  whereas  if  he  is  only  called 
upon  occasionally,  or  in  times  of  urgency,  he  is  not  able  to 
place  the  borrowing  corporation’s  securities  so  cheaply  or  quickly. 
The  practice  has  thus  grown  up  among  many  corporations,  who  are 
large  borrowers,  of  placing  whole  issues  continuously  with  the 
same  banking  house. 

Another  reason  why  large  corporations  have  continued  borrowing 
through  one  large  banking  firm  is  because  of  the  great  value  of  the 
investment  banker's  advice.  In  his  capacity  he  advises  the  corpor- 
ation as  to  the  kind  of  securities  that  will  find  the  readiest  mar- 
ket; exactly  when  the  issue  should  be  brought  out;  and  what  features 
should  be  incorporated  in  the  securities  to  make  them  attractive. 

He  also  practically  determines  for  the  corporation  the  price  at  which 
the  bonds  should  sell,  as  will  be  shown  in  the  fourth  chapter. 

The  investment  banker  performs  a double  service  for  his  clients. 
He  does  not  go  to  the  corporation  and  say,  "Let  me  see  your  bonds 
and  I will  give  you  ray  price,"  but  practically  the  opposite.  He 
says,  in  effect,  "Let  us  get  well  enough  acquainted  so  that  I can 
learn  your  strength  and  your  needs,  and  then  I will  figure  out  with 
you  how  much  I can  pay  for  the  issue."  Thus  the  banker  serves  both 
as  a consulting  financier  and  as  a purchaser.  If  the  borrowing 
company  is  proposing  a stock  issue  at  a time  when  bonds  would  be 
a better  addition  to  the  corporation  liabilities,  or  when  a stock 
issue  would  not  find  a responsive  market,  the  banker  in  his  posi- 
tion can  insist  that  the  form  of  the  security  be  changed,  or  that 
some  feature,  such  as  convertibility  or  repayment  at  an  advance  over 
par  be  incorporated  in  the  features  of  the  new  issue. 

Another  very  important  service  rendered  by  the  big  banker  who 
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buys  whole  issues  is  the  way  he  "protects  the  market."  He  sees 
that  no  bonds  are  offered  for  resale  at  a price  below  his  original 
selling  price  and  particularly  during  the  period  when  any  of  the 
original  bonds  are  still  for  sale.  At  the  moment  any  of  the  new 
bonds  appear  at  a discount  on  his  price,  he  must  drop  his  price  at 
once,  and  the  result  is  dissatisfaction  to  the  investor  and  loss 
to  the  banker,  besides  injuring  the  credit  of  the  borrowing  corpor- 
ation . 

Now  let  us  assume  that  the  same  borrowing  corporation  is  to  sell 
its  issues  directly.  They  have  no  means  of  protecting  the  market, 
and  the  appearance  of  a discount  price  on  their  bonds  before  the 
whole  issue  had  been  sold  would  start  trouble  for  them  that  might 
even  bring  disaster  to  the  business.  It  is  certain  that  they  would 
lose  money  on  the  sale  of  that  issue,  and  any  future  issue  would 
find  a very  irresponsive  market.  Thus  it  seems  plain  that  the 
investment  banker  is  essential  and  that  he  performs  a service  which 
few  businesses  can  safely  perform  for  themselves  today. 

Last,  but  by  far  not  the  least  important  service  rendered  by 
the  investment  banker  is  making  funds  immediately  available  to  the 
borrowing  corporation.  Just  as  you  take  your  note  for  $1,000.00  to 
the  bank  and  discount  it  for  cash  or  credit,  the  railroad  or  large 
manufacturing  corporation  takes  $100,000,000.00  of  promises  to  pay, 
in  some  form  or  other,  to  the  investment  banker  and  discounts  them 
for  cash  or  credit.  Large  profits  can  often  by  made  by  a corporation 
in  making  an  immediate  improvement  or  trade  movement,  and.  if  the 
corporation  has  a banker  in  regular  employment  who  can  raise 
immediate  funds,  the  profit  can  be  made  when  the  opportunity  arises. 
If  the  corporation  were  selling  its  own  securities,  the  opportunity 
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would  likely  Have  passed  before  the  funds  could  be  raised. 

Bonds  are  the  commodity  of  the  investment  banker.  He  buys 
at  wholesale  and  retails  almost  like  the  shoe  dealer  or  grocer,  and, 
as  in  any  sort  of  merchandising,  there  are  few  wholesalers,  and 
many  retailers.  There  are  perhaps  less  than  a dozen  prominent 
wholesale  houses,  and  the  larger  part  of  the  business  is  done  in 
securities  of  the  great  railroad  systems. 

The  investment  banker  is  indispensable  to  both  the  borrowing 
corporation  and  the  investors.  His  intimate  knowledge  of  finan- 
cial affairs  connected  with  his  expert  judgment  of  the  borrowing 
powers  of  corporations,  makes  the  service  he  renders  almost  inval- 
uable. He  may  not  be  needed  in  times  of  prosperity,  but  he  must 
be  consulted  in  times  of  financial  stress,  and  the  wise  borrower 
will  generally  be  found  wi th  permanent  banking  connections  at 
all  times. 


CHAPTER  II. 


GENERAL  PURCHASING  PRINCIPLES 

General  purchasing  principles  and  general  investment  prin- 
ciples are  practically  the  same,  for  purchasing  in  the  sense  used 
herein  means  investing.  Th~  fi^st  consideration  of  any  bond  is 
as  to  safety  of  principal.  To  illustrate  the  point,  a quotation 
from  Mr.  John  Moody’s  Principles  of  Analysis  for  Determining  Rail- 
way Security  Value,  is  set  forth  below. 

"The  first  question  usually  considered  by  one  who  contemplates 
investing  money  on  a partnership  basis  is  the  possibility  ol 
sion  in  earning  power.  Few  pers  / 

in  any  undertaking  which  is  not  earning  currently  a satisfactory 
return,  and'  only  a limited  number  will  consider  going  into  a paying 
business  unless  thay  are  convinced  that  there  are  possibilitites 
of  growth  in  the  amount  of  profits  to  be  secured.  The  hope  that  his 
money  will  earn  from  year  to  year  an  increasing  return  is  usually  the 
motive  that  induces  a man  to  place  his  capital  at  risk  on  the  same 
general  basis  that  the  active  or  working  partner  gives  his  time,  , 
his  labor,  and  the  fruits  of  his  training  and  experience." 

"The  stockholder  in  any  corporate  undertaking  is  in  precisely 
the  same  position  as  the  investing  partner,  and  it  matters  not  whether 
the  enterprise  happens  to  be  a steam  railroad,  a gas  or  electric 
light  company",  a trolley7  line  or  a manufacturing  plant,  the  key"  to 
the  position  of  the  holder  of  the  shares  will  be  the  question  of 
profits." 

"On  the  other  hand,  when  a person  loans  funds  to  a business 

undertaking  and  receives  some  sort  of  security"  therefor,  the  prir 

fact  for  him  to  ascertain  is  not  the  amount  of  profits  or  lie  future 

prospects  of  the  business,  but  the  value  and  character  of  th 
which  is  given  as  security  for  the  loan.  In  other  words,  he  places 
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his  capital  at  work  by  loaning  it,  not  to  get  tlic  benci  it  of  in- 
creasing earning  power  or  to  share  in  the  future  growth  of  the 
business,  but  to  insure  himself  a definite  return  on  his  money  for 

a fixed  period  without  regard  to. changes  in  the  character  or  volume 

* 

of  the  business,  for  the  carrying  on'  or  development  of  which  the 
money  may  have  been  borrowed." 

It  is  the  writer’s  opinion  that  the  expansion  in  earning  power, 
while  not  a direct  factor  of  security,  is  precisely  the  feature  of 
any  undertaking  that  makes  a bond  increase  in  value  as  it  nears 
maturity.  It  seems  that  the  stockholders,  or  owners  of  the  business, 
who  are  in  fact,  the  debtors  of  the  bondholders,  will  be  much  more 
able  to  repay  their  loans  if  they  experience  an  expansion  in  pro! its. 
Mere  ownership  of  property  valued  in  excess  of  its  bonded  debt  snoulc 
not  satisfy  the  bondholder,  for  he  expects  interest  payments  as  well 
as  principal  repayment,  in  fact  most  bondholders  invest  for  interest, 
(certainty  of  principal  repayment  being  assumed),  and  consequently 
the  expansion  in  earning  power  which  interests  the  stockholder  is 
of  prime  importance  to  the  bondholder  also.  The  earning  power,  in 
the  writer’s  opinion,  is  a greater  index  of  the  force  or  strength 
of  a business  than  is  the  value  of  its  property. 

As  a general  purchasing  principle,  the  writer  suggests  that  an 

inquisitor  should  determine  whether  the  borrowing  corporation  is 

earning  profits  that  maintain  a given  reasonable  proportion  to 

the  value  of  the  property.  The  inquisitor  can  do  this  only  by  aid 

of  accountants  and  appraisers.  The  appraiser  should  determine  the 

amount  of  yearly  depreciation  of  all  the  property,  (real  estate, 

buildings,  machines,  patents,  etc.),  and  the  accountant  should  see 

that  funds  are  reserved  to  ref>lace  the  same  when  it  becomes  necessary 
Now,  after  deducting  losses  of  this  kind  if  the  accounts  exhibit 
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from  year  to  year  a steady  or  an  increasing  proportion  of  profits  to 

property,  the  corporation  may  be  considered  an  excellent  risk  and  the 

bondholder  may  safely  loan  his  funds  upon  the  corporation  property. 

The  purchase  of  bond  issues  arises  in  a number  of  different  ways 
and  there  are  several  well  defined  steps  in  the  negotiations, 
first  step  in  the  process  is  to  discard  the  propositions  of  com- 
panies which  conduct  a kind  of  business  which  is  unfamiliar  to  the 
bankers.  Except  under  unusually  favorable  circumstances,  the  high- 
est grade  bond  houses  will  not  purchase  bonds  of  industrial  corpor- 
ations, mining,  or  irrigation  companies,  etc. 

The  next  step  is  to  discard  loans,  that  do  not  have  a claim  on 
property  worth  more  than  the  amount  of  the  obligation  secureu . Tac 
margin  of  security  running  from  60  to  85/j , varying  according  to  the 
character  of  the  property.  Most  corporations  will  bond  themselves 
in  as  large  amounts  as  their  bankers  will  permit.  Loans  are  con- 
tinually being  rejected  because  of  insufficient  equity  in  property 
value . 

The  third  step  is  to  discard  those  propositions  which  do  not 
give  reasonable  assurance  of  earning  at  all  times  at  least  50  per- 
cent more  than  all  fixed  charges,  after  making  extremely  liberal 
estimates  for  future  increased  operating  expenses. 

The  fourth  stop  is  to  decline  loans  to  companies  conducted  by 
men  or  with  methods  which  do  not  meet  wit  pproval.  If  the  bank- 
ing house  is  satisfied  by  interview  and  correspondence  in  matters 
of  the  above  nature,  and  if  a suitable  price  can  be  agreed  upon,  then 
engineers  and  accountants  may  be  sent  to  the  plant  and  offices  to 
make  a thorough  examination;  and  members  of  the  firm  with  counsel 
meet  the  officers  of  the  company  and  their  attorneys  to  settle  the 
matter  of  form. 
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On  acceptance  of  an  issue,  a careful  banking  house  may  demand  re- 
presentation on  the  directorate  of  the  company  until  such  time 
company  shall  have  discharged  its  bonded  obligations* 

Mr.  Chamberlain  quotes  an  interview  between  the  engineers  of 
an  interurban  line  and  himself  during  the  inspection  of  the  property 
of  the  new  line,  in  the  appendix,  as  illustrating  the  care  with 
which  properties  are  examined. 

The  reactionary  effect  of  the  stringent  requirements  of  bond 
houses  is  of  inestimable  benefit  to  corporation  finance,  and  its 
influence  for  good  has  a sphere  very  wide,  embracing  municipal  cor- 
porations and  municipal  finance.  American  bond  houses  have  placed 
municipal  bond  buying  on  an  entirely  different  plane  from  what  it 
was  in  1875.  #In  this  way  they  have  been  helped  by,  and  have  helped, 
the  development  of  municipal  bond  law.  In  these  days,  cities  and 
towns  that  have  had  much  experience  placing  bonds  will  be  certain 
in  advance  of  their  advertisements  for  bids  that  the  loan  has  been 
issued  in  conformity  with  the  exacting  requirements  of  the  bond 
attorneys.  Certain  strong  Canadian  houses  command  such  respect  in 
their  country  that  they  have  been  able  to  direct  the  legislation 
of  the  Western  provinces  to  the  end  that  the  Western  loans  may  be 
more  acceptable  to  the  investors  in  the  Eastern  provinces  and  in 
England . 

Almost  every  bond  advertisement  and  nearly  every  piece  of  sell- 
ing literature  or  magazine  literature  seems  to  be  built  upon  the 
same  text,  "A  good  bond  must  have  safety  of  principal,  marketabilit 
and  reliable  and  sufficient  earning  power.’’ 

-”-Mr  • Lawrence  Chamberlain, 

"The  Work  of  the  Bond  House." 
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These  most  common  arguments  ought  to  "be  familiar  to  the  reader 
by  this  time,  owing  to  the  wide  dissemination  of  bond  literature. 
However,  looking  at  the  situation  from  the  opposite  standpoint,  we 
see  that  the  problem  of  the  bond  purchaser  is  to  determine  whether 
these  qualities  will  obtain,  lie  must  forecast  the  action  of  forces 
over  which  he  will  have  little  or  no  control,  and  his  success  will  be 
measured  in  the  same  degree  as  his  forecast  is  correct. 

The  banker  wants  to  know  as  a first  purchasing  principle  if  the 
borrower  will-  be  resourceful  enough  to  mature  his  obligation  and 
to  meet  his  interest  payments.  It  is  a very  simple  process  in  the 
case  of  the  private  individual  who  goes  to  the  bank  to  borrow,  for 
the  banker  knows,  or  can  quickly  ascertain,  just  how  the  individual’s 
finances  stand,  but  in  the  case  of  the  huge  corporation,  an  expert 
knowledge  must  be  had  and  an  analytical  process  must  be  used,  which 
will  dive  deeply  and  thoroughly  in  the  corporation’s  affairs  and 
which  will  render  just  as  competent  a basis  of  judgment  to  the  in- 
vestment banker  as  the  credit  man  renders  to  the  commercial  banker. 

*A  letter  from  a friend  who  is  in  the  bond  department  of  a Wall 
Street  bank  comments  on  the  principles  of  bond  purchasing,  viz: 

"Primarily  the  investment  banker  would  be  interested  in  any 
issue  of  bonds  that  seemed  to  afford  security  as  to  principal  and 
interest.  The  value  of  the  bond  would  be  determined,  first,  by  the 
present  price  of  money;  second,  as  to  how  nearly  the  issue  approached 
ready  money.  If  the  issue  had  perfect  security  it  would  be  sold  to 
the  banker  on  a basis  yielding  but  little  more  than  the  money  rate. 
Every  step  that  this  issue  departed  from  this  quality  of  security 
would  be  reflected  in  a decreasing  market  value  and  a correspond- 


*”-W.  M.  S.,  National  City  Bank. 


ing  increase  in  the  rate  of  yield. 

The  average  yield  of  twenty  high-grade  bonds,  such  as  would 
be  accepted  by  savings  banks  under  the  lav/s  of  New  York  andMassa- 
chusetts  for  the  past  twenty  years,  has  been  4.10$.  If  an  issue 
sold  over  the  same  period  at  an  average  yield  of  6$,  the  increase 
in  rate  would  represent  the  increased  hazard  of  principal.” 

" In  considering  the  purchase  of  an  issue  the  banker  would  nat- 
urally take  into  consideration,  first  of  all,  the  property  with 
its  probable  earning  power  over  a long  period,  and  the  ability  of 
the  property  to  earn  a sufficiently  liberal  surplus  over  fixed 
charges,  including  interest  to  take  care  of  the  obligation.  The 
price  the  banker  would  be  willing  to  pay  for  the  issue  would  be 
determined  by  the  money  market  at  the  time  the  issue  was  brought 
about,  and  he  will  expect  a sufficient  concession  from  this  rate 
to  enable  him  to  bear  the  expenses  of  profitably  marketing  the 
bonds.  " 

If  the  property  was  in  course  of  construction  the  hazard  would 
be  much  greater  and  the  yield  should  increase  proportionately. 
Indded,  the  hazard  might  be  so  great  that  the  banker  would  demand 
not  only  a large  yield,  but  a substantial  bonus  in  the  form  of 
stocks.  In  marketing  bonds  of  this  character  the  banker  usually 
gives  to  the  purchaser  a proportion  of  such  stock.” 

" Mr.  Chamberlain  presents  an  able  summary  of  the  investment 
factors  looked  for  in  aiy  new  bond  issue,  viz.: 

"In  the  first  place  we  must  come  to  some  conclusion  as  to  the 
investment  qualities  we  seek  in  e xamining the  loans  submitted  for 

A/ 

! purchase.  A careful  survey  of  all  possible  excellences  yields  us 

i 

ten  elements  for  the  ideal  investment:' 


. 
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Security  of  principal, 

Stability  of  income, 

A fair  return, 

Marketability  ) 

( Convertibility 
Value  as  collateral) 

Tax  exemption, 

Freedom  from  care , 

Acceptable  duration. 

Acceptable  denomination, 

Possibility  of  appreciation." 

Whether  the  possibility  of  appreciation  is  not  purely  a spe- 
culative quality  may  be  open  to  discussion,  but  otherwise  the  list 
is  probably  unquestionable  and  comprehensive.  We  may  say, then, 
that  if  a bond  house  can  obtain  for  its  clients  an  issue  with 
(1)  principal  reasonably  s ecure , (2)  interest  payments  reasonable 
and  certain,  (3)  a fair  return  in  income,  (4)  a fairly  responsive 
market,  (5)  hypothecary  value  at  the  bank,  (6)  one  that  is  not 
taxed  directly,  (7)  requires  merely  semi -annual  coupon  clipping, 

(8)  matures  after  a satisfactory  lapse  of  time,  (9)  comes  in  con- 
venient denominations,  and  (10)  has  as  good  a chance  of  appreciat- 
ing as  depreciating  when  its  qualities  become  more  generally  recog- 
nized, Such  an  ideal  issue  does  not  exist,  and  there  is  evidently 
room  for  discrimination  and  selective  judgment  in  buying. 

The  three  qualities  that  receive  the  most  consideration  are 
security,  income  and  marketability.  Obviously,  all  three  cannot 
exist  in  a high  degree  in  the  same  paper.  If  the  investment  is  safe 
it  cannot  return  a high  rate  of  interest  and  at  the  same  time  have 
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a "broad  and  active  market , for  such  a market  implies  competitive 
demand*  and  the  competition  for  such  a security  that  was  at  once 
of  safe  and  high  yield  would  immediately  bid  up  the  price  and 
then  lower  the  yield. 

Therefore,  assuming  a good  security,  the  first  problem  of  the 
bond  house  is  the  choice  it  must  make  for  its  specialization  betwe 
large  transactions  with  small  profits  in  issues  with  broad  markets 
and  small  transactions  with  much  larger  profits  in  a narrow  market 

If,  because  of  prejudice,  or  want  of  knowledge  concerning  its 
qualities,  an  issue  is  not  in  demand,  and  has  to  be  sold  painstak- 
ingly by  personal  solicitation,  it  may  be  both  safe  and  of  high 
return.  Mr.  Chamberlain  sums  up  regarding  the  point  of  the  prac- 
tice of  bond  houses  in  dealing  with  their  clients,  viz: 

"It  is  the  principal  and  thoroughly  commendable  function  of 
the  better  American  bond  houses  to  sell  to  their  clients  issues  of 
bonds  which  have  unimpeachable  security,  and  yet  yield  an  income 
considerably  higher  than  would  be  the  case  were  the  issues  well 
known  to  the  investing  public.'* 

The  great  body  of  American  civil  loans,  county,  city,  etc.  , 
are  perhaps  representative  of  security,  demand  and  market,  at  the 
expense  of  income.  At  the  opposite  extreme  we  have  public  service 
corporation  bonds  as  representative  of  reasonable  security,  and 
greater  income,  at  the  expense  of  market.  In  the  middle  position 
we  find  railroad  bonds,  offering  less  security  than  civil  loans 
as  a class,  and  inclining  toward  marketability  rather  than  income. 
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The  simplest  and  most  convenient  price  at  which  a bond  may  be 
sold  is  par.  It  is  the  ideal  and  theoretical  price , for  then  the 
investor  is  relieved  of  all  thought  regarding  appreciation  and  de- 
preciation. lie  pays  par  and  expects  to  be  repaid  par  at  maturity. 

In  theory  the  price  should  be  par  when  the  rate  of  interest  of 
the  bond  is  the  same  as  the  current  market  interest  rate;  but  for 
numerous  reasons  in  financing  different  deals  it  is  expedient  to 
set  the  rate  of  interest  either  higher  or  lower  than  the  market  rate, 
and  thus  a Gfi  bond  in  a market  of  5^  should  command  a price  around 
120,  other  things  being  equal. 

Further  consideration  must  be  taken  of  appreciating  or  de- 
preciating gold  in  setting  the  price.  If  the  dollar  you  invest  in  a 
bond  today  will  purchase  only  0/l0  as  much  when  it  is  returned  to  you 
20  years  from  today,  you  ought  to  expect  to  find  provision  made  in  the 
contract  to  compensate  you  for  that  loss.  One  way  of  accomplishing 
that  end  is  to  repay  an  advance  over  par  at  maturity  or  to  sell 
the  bond  below  par. 

To  the  average  investor,  a bond  at  98  looks  more  attractive  than 
one  at  102  because  of  the  two  points'  profit  and  an  apparently  larger 
interest  income.  Seasoned  investors  become  fully  aware  of  these 
apparent  advantages  and  take  little  consideration  of  them  in  the 
selections  of  their  bonds,  whereas  the  new  investor  must  be  edu- 
cated to  an  understanding.  The  writer  sold  some  securities  in  1908 
that  netted  the  investor  $60.00  per  year.  In  1910  the  same  secur- 
ities began  to  net  the  investors  $72  per  year  and  naturally  the  price 
rose  to  120,  keeping  the  security  on  a 6/6  basis,  but  the  investors 
failed  to  appreciate  the  significance  of  the  rise  in  price.  Many  of 
them  refused  to  buy  more  bonds  because  they  said  they  would  not  buy 
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securities  above  par  and  "pay  some  one  a profit."  Likewise  when  some 
familiar  securities  were  offered  at  98,  netting  not  quite  G^,  the 
same  people  bought  them  freely  and  congratulated  themselves  on  get- 
ting so  good  a bargain.  The  writer  has  endeavored  to  find  concrete 
proof  of  this  theory  that  the  public  only  appreciates  a price  below 
par,  but  so  far  without  avail.  The  opinion  las  been  expressed  by 


several  bond  men  that  most  issues  are  put  on  the  market  below  par, 
and  that  they  gradually  rise  to  par  as  maturity  approaches,  or  to  the 
conversion  price,  if  any,  when  the  time  of  conversion  approaches. 

A list  of  New  York  bond  sales  is  given  below  just  as  an  item  of  int- 
erest to  show  the  large  number  of  active  issues  that  maintain  a price 
a little  below  par. 
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2000 

1000 

1000 

SOW) 

10000 

IC'OO 

3000 

8000 

3000 

1000 

3000 

25000 

4000 

2000 

1000 

24000 

42000 

1000 

48000 

1000 

4000 

3000 

leoco 

13000 

41000 

32000 

5000 

7000 

5000 

4000 

3000 

23000 

8000 

170OO 
6000 
woo 
1 201  O 
2000 

3000 

10000 

50000 

1000 

4000 

71000 

1606)0 

15000 

1000 

mono 


Argentine 

govt  5s 9714 

Jap  1st  4 %s . . 9:1®, 4 

do  2d  4%s 9234 

X Y Canal  4s 
of  1901  new.  103 
Va  bb  ctfs  6s.  50 
X Y City  4%s 

of  1957 107% 

do  new  . . .107%®% 
do  4Vis  of  1960 

102%®% 

do  4s  of  1936 

regd  99 

do  4s  of  1957.100 
do  4s  of  1959 

repd 99% 

Allis  5s 54 

Am  Hide  6s..  99% 
Am  Ice  deb  6s 

74%@75 

Am  Smelt  6s. .103% 
Am  Tel -Tel 

col  4s..90%@91 
Am  Tob  6s... 

121%®% 

do  refd 121% 

do  4s 95% 

Am  W Pap  5s  88% 
Ann  Arbor  4s.  84 
Armour  4 %s..  92 
Atch  gen  4s  90%®  % 
do  adj  4s  stpd . 

92%@% 

do  cv  4s  of 

1960  101  Vff'% 

A C Line  4s.. 96®% 
do  L-N  4s. . . . 95 
B-O  gold  48.98%®’/ 

do  3%s 92% 

doWVa  4s. . . 92 
Beth  Steel  5s.  95% 

B R T 4s 86@% 

B U El  4s 

1026)®' Kt3 

Cal  Gas  ?s  95%®% 
Can  So  ext  6s.l01-v 
Cen  Ga  con  6 s 109% 
Cen  Lea  fs . 9*5%®% 
Cent  New  Eng 

4s 9-n«, 

Cen  Pac  1st  4s  96% 
C-O  cv  4%s...  93% 
C-A  3%s.  . .64%®% 
C B-Q  deb  5s..loi 
do  Til  3%s ....  87% 
do  .It  4s. . . .97%®'% 

do  res  97% 

C G W 4s 83 

C M-P  S 4s...  95 
C-  A'  W gen  4s. 


97%®98% 

14000  C R I-P  Ri- 
sen 4s 96%®% 

30000  do  ref  4s.  . .90%®% 
118000  do  R R 4a. .. 

72%@73 

1000  C-W  I 6s 108% 

15000  Chino  6s 

12.P%@121 

5000  C CC-St  L gen 

4s 93 

4060  do  C TV  11  is.  96% 
1000  C F-I  gen  5s.  100 
9000  Colo  Mid  4s.. 

49'%®  50% 

6000  Colo  So  1st  4s 

96%®% 

4000  do  4%s 98@% 

1000  Con  Tob  4s. . . 93% 
9000  Del-Hud  4%s.. 

101  %@% 

, 4000  do  cv  4s 98% 

4000  do  ref  4s 99 

3064)  D-R  G con  4s.  89% 

2000  do  Imp  5s 98% 

56000  do  ref  5s 

88%  @89 

20*00  Erie  prior  lien 

4s  reg *8 

11000  do  gen  lien  4s.  79 
10009  do  cv  4s  serB  76 
7000  do  Pa  coal  4s. 

...  88% ®% 

9000  Gen  Motor  6s  99 
1C0C0  Gt  Nor  4%s. .. 

101%ffi% 

18000  Hock  Val  4%s.l02% 
1009  Houston  E-W 

T os 104% 

1000  H-T  C gen  4s.  95% 
2000  Hudson  Co  Gas 

5s  104' ; 

120CO  III  Cent  4s  of 

1953  99% 

4000  do  ref  4s.  . .96%®% 
209000  Int  Met  4%s. 

83%®% 

33000  I R T gold  3s 

104  Vs®  10b 

29060  Int  Paper  cv  5s 

91%®% 

5000  Int  Pump  5s.  . 93 

1090  KC  Soils 100% 

WOO  Ky  Cent  4s.  . . 94% 
1000  Kings  Co  E L- 

P 6s 116 

15000  do  4s  stpd. ...  83 
10000  Lake  Shore  4s 

of  1928  94% 

6000  do  4s  of  1931 . 




f.000  Liggett-M  7s.  122') 

6<i00O  do  5s 94%@«5% 

1000  Long  Island 

gen  4s 94% 

2000  L-X  gen  6s...  116% 
18000  rlo  unlf  4s. .. . 99% 
7tX)0  Mer  Mar  4%s.67@,% 
25000  Met  St  Ry  gen 

os  ctfs. . . 103%®% 

6009  do  ref  4s 81% 

84000  do  adj  5s...5S%@U 
5000  Mich  Cent  deb 

4s 91V 

30(X)  M-St  L 4s 67% 

5000  M K-T  1st  4s.  96% 

10000  do  4%s S0% 

2000  do  ref  4s 80% 

12000  Mo  Pac  con  6sl0" 
14000  do  5s  of  1920.. 

100®-% 

1000  do  4s 74 

4000  N C-StL5s.  . 109% 
3000  Nat  Rys  Mex 

4%s 92% 

1000  N Y Cent  deb 

4s 93 

6000  do  3%s 87%®% 

31000  do  L S3%s.84%@% 
10000  N-  Y C-St1  L 

deb  4s 90V 

12000  N Y G E L H- 

P 5s 104 

6000  do  4s 88% 

10000  N Y N H-H  cv 

6s  reg 131% 

490i)  N Y O-W  1st  4s  95 
lOOt)  N Y S-W  ref 

4s 103% 

4009  N Y Tel  4%s.  .190<% 
6900  Norf-W  con  4s  99 
» do  cv  4s . . . 108%®% 

1096)  do  div  4s 94 

2000  Nor  Pac  3s. . . 70 

406)0  O R-N  4s 96 

7000  O S Line  4s. . 

94%@% 

6009  Ore-W  P.  F.-N 

4s 92  U.®6i 

2000-  Ozark -C  C os.  99% 
8000  Pac  Tel-Tel  5s 

99%®100 

46006)  Pa  3%s  of  19' 5 

...  97%®!'/ 

2000  P Lorillard  7s.'29% 

52000  do  5s S6@% 

1 5<500  Pub  Svc  N J 5s 

92%®93 

16006)  Rdg  gen  4s  98%®)% 
1009  Rome  W-O  5s.  107% 
3000  St  L I M-S  ref 

4s 83% 


6000  St  L-S  F 1st  6sll9% 

1000  do  1st  5s 107% 

246)00  dogenEs  ..S8%®% 
26900  do  ref  4s.80%@81% 
70000  St  L S W con 

4s 8114®!-% 

15000  S A- A P4s. . . 87 
2000  S A Line  adj 

os 83 

65000  So  Pac  cv  4s. 

-.96%®% 

COW)  do  ref  4s 95% 

56000  So  Ry  os ... . 

1077i@108 

101 OOO  do  4s  . . , 78%@79 
2000  Standard  Mill- 
ing 5s. .....  88 

1000  Texas  Co  cv  6s  95% 
3000  Tex  Pac  1st  5s 

110®% 

14006)  Third Av  1st  5sll0% 
4000  do  con  4s  ctfs.  80% 
45000  do  ctfs  stpd.. 

79%®% 

79000  do  ref  4s 

85%  <886 

151000  do  adj  5s.  78%®% 
5000  T St  L-W  4s 

of  1950 69 

3000  Under  Elec  of 

LonincGs..  76 
7000  Un  Pac  1st  4s 

100%  m% 

1000  do  reg 100 

2009  do  cv  4s 102 

1000  Un  Rys  inv  5s 

Pgh  issue . . . 85% 
8000  U S Rub  6s . . . 

104%@10S 

78000  U S Steel  5s. . 

1O3%@104 

5006)  Va  Chem  os.  . 

100'/.®% 

lOOp  Wab  1st  os.  . .107 
8000  do  2/1 5s. .....  98 

4009  do  ref  4s 56% 

1000  do  Pgh  1st  4s 

ctfs  41 

4600  West  El  EslO'/a  e.i; 
8006)  West  Mary  4s  88% 
200')  West  Un  5s. ..103% 
8000  do  4%s  .......  99% 

19000  Westinghouse 

E.lec  5s 94®% 

8060  do  notes 97% 

1006)  West  Shore  4s 

reg 9«-5c 

5000  W-I.  B4s 85% 

14060  Wis  Cent  4s..  92% 
20000  rlo  S'-l ) 4s.  . . . 92% 
Total  sales,  $3,068,000. 


16. 


PRICE  COEPUTAT  EON 

The  bond  dealer’s  business  is  to  sell  securities,  not  to  hold 
them,  and  of  course,  the  quicker  he  "turns"  and  completely  disposes 
of  an  issue,  the  greater  is  his  profit.  In  this  respect,  he  is 
just  like  any  other  merchant  selling  his  goods.  If  the  shoe  dealer 
finds  that  reducing  his  $3  shoes  to  $2.98  makes  the  shoes  sell  faster, 
it  is  very  likely  that  it  will  pay  him  in  the  end  to  sell  the  whole 
lot  of  shoes  at  $2.98.  It  is  the  old  adage  of  "Small  profits  and 
quick  sales."  Now  it  is  very  possible  that  the  bond  dealer  follows 
the  same  theory  when  he  puts  a new  issue  out  at  97-l/2  at  a time  when 
the  competitive  market  should  make  his  price  100.  For  example,  take 
a 5 / bond  put  on  the  market  when  interest  is  5/6.  To  meet  competi- 
tive interest  rates,  the  price  should  be  100,  but  at  97-1/2  the  bond 
may  sell  enough  quicker  to  make  the  bond  dealer’s  net  profit  greater 
than  at  100,  on  account  of  the  quicker  turning  of  the  bond  dealer’s 
capital . 

In  general,  if  money  is  ruling  at  5/,  it  will  be  necessary  to 
sell  a 4/6  bond  somewhere  near  a 5/  basis  of  income  return.  There  are, 
however,  a great  number  of  factors  entering  into  the  price  determin- 
ation that  affect  prices.  As  a bond,  such  as  the  obligations  of  the 
City  of  New  York,  has  a surplus  of  security  there  will  be  a decrease 
in  the  net  return,  such  decrease  being  effected  by  making  the  stated 
interest  less  than  the  market  interest.  In  the  New  York  obligations, 
the  interest  as  stated  in  bond  is  4 / and  it  commands  a price  around 
par.  The  conclusion  may  be  drawn  that  on  account  of  the  great 
reputation  of  the  City  of  New  York  and  the  value  of  its  taxable 
property,  its  securities  are  in  high  demand  and  have  a surplus  of 
security,  hence  they  find  a ready  market  with  a yield  approximately 
lfo  under  the  market  yield. 
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Similarly,  if  a bond  lacks  a high  regard  by  the  investing 
public,  or  lacks  those  qualities  which  make  it  in  great  demand,  it 
may  be  said  to  have  a deficiency  of  security  and  will  not  com- 
mand such  a favorable  market.  In  order  to  sell  a security  of  this 
kind,  such  as  coal  bonds  or  timber  bonds,  it  is  necessary  to  fix 
the  stated  interest  higher  than  the  market  interest  and  thus  sell 
them  at  a price  which  will  attract  capital.  There  are  many  people 
with  special  information  about  coal  bonds  or  timber  bonds  who  are 
glad  to  venture  because  they  can  discriminate  in  their  selections, 
but  the  average  investor  figures  that  any  increase  of  stated  in- 
terest over  market  interest  represents  hazard  insurance.  The  writer 
would  state  the  principle  of  price  determination  viz: 

"Market  interest  yield  means  perfect  security.  As  the  yield 
from  any  bond  approaches  or  recedes  from  market  yield,  thus  does  the 
security  of  the  bond  approach  or  recede  from  perfect  security." 

The  following  interesting  opinion  of  Mr.  Edward  Ferriss,  of 
N.  W.  Halsey  and  Co.,  Chicago,  throws  some  light  on  the  question  of 
prices  of  new  issues.  lie  says  in  part,  "The  price  which  an  invest- 
ment house  pays  for  an  issue  of  bonds  is  figured  approximately  as 
follows:  Start  with  the  figure  at  which  the  bonds  will  ’sell"  and 
then  deduct  profit.  For  example,  the  Chicago  Sanitary  District  4's 
were  recently  bought  by  a large  house.  They  were  figured  to  sell 
at  the  price  of  99-3/4.  It  is  such  a gilt  edged  issue  that  the  mar- 
gin of  profit  is  necessarily  at  a minimum,  said  margin  of  profit 
being  figured  at  3/8.  Thus  the  price  paid  was  (99-3/4  less  3/s) 
or  99-3/8. 

"In  the  case  of  the  Chicago  Railways  recent  issue  of  $1,000,000, 
the  buying  bond  house  paid  102-1/4  for  the  issue,  then  the  buying 
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house  resold  them  to  the  hanks  at  102-1/2,  and  they  are  now  quoted 
on  the  exchange  at  102-7/8  to  103.  In  these  two  examples,  the  bonds 
were  absolutely  A#l,  there  was  a large  demand  and  small  supply,  and 
the  element  of  hazard  was  practically  lacking,  so  that/the  profit 
to  the  bond  house  was  necessarily  at  a minimum.  Some  houses  figure 
that  the  advertising  they  get  as  a result  of  handling  such  important 
issues  is  worth  the  extra  cost  to  them."  "The  general  principle  is, 
find  out  first  what  the  bond  will  sell  for,  and  work  backward  to 
find  out  the  price  of  purchase." 

This  plan  seems,  at  first  thought,  almost  out  of  harmony  with 
Mr.  Chamberlain’s  theories  of  scientific  judging  and  buying,  but  on 
careful  consideration  it  is  plain  that  the  selling  price  can  never 
be  any  other  than  the  one  you  can  induce  the  investor  to  pay.  Thus 
it  is  the  problem  of  the  bond  dealer  to  figure  out, "how  much  can  the 
corporation  borrow,  not  what  shall  be  the  price  of  the  bond.  ’ 

The  advertisement  of  F.  J.  Lisman  & Co.,  which  follows  on  the 
next  page,  illustrates  the  gradual  rise  in  price  of  many  issues. 

In  the  theoretical  case  spoken  of  above,  the  price  advanced  as  the 
bond  approached  maturity,  but  in  this  advertisement  they  quote  ad- 
vances which  are  due  to  the  enhancement  of  the  security  behind  the 
bond.  In  some  of  the  southern  railroad  bonds,  the  property  behind 
the  bonds  has  steadily  increased  in  value  for  the  past  decade,  and  in 
conformity  to  the  theory  stated  on  page  17,  the  price  of  the  bond  has 
advanced.  Pursuing  the  thought  along . the  line  of  the  theory,  as  the 
property  grows  in  value,  the  security  prices  advance,  thus  lessening 
the  net  yield.  Also,  according  to  the  theory,  as  the  not  yield 
approaches  market  yield,  the  deficiency  of  security  grows  smaller 
and  the  price  advances  toward  par. 
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A perusal  of  the  following  advertisement  illustrates  the 
appreciation  principle, which  is  one  of  the  factors  in  price 
making,  and  one  of  the  favorite  talking  points  of  the  bond  salesman. 


The  Only  Way  to  Judge 
the  Future  is  by  the  Past 

IN  partial  review  of  our  recent  newspaper  advertising  we  show  below  25  issues 
of  bonds  which  have  in  the  past  been  recommended  by  us  to  our  clients.  The 
table  shows  the  prices  at  which  the  bonds  were  sold  by  us  as  compared  with 
open  market  quotations  on  this  date;  on  the  other  hand,  no  bonds  recom- 
mended by  this  firm  have  ever  defaulted  principal  or  interest. 


Price  when  fPresent 
sold  by  us  quotations 

Advance 

♦Grand  River  Coal  & Coke  1st  6s 

...  90 

96 

5% 

♦Pittsburg,  Shenango  & Lake  Erie  1st  6s 

....  90 

113 

23 

Pecos  Valley  & North  Eastern  1st  6s 

....  90 

Paid  off  at  100 

10 

♦Mobile  & Birmingham  Prior  Lien  6s 

....  821 

1041 

22 

Union  Pacific  6%  Notes 

....  86 

Paid  off  at  100 

16 

♦Kansas  City  & Memphis  R.  R.  Bridge  1st  6s. . . . 

....  90 

102f 

12f 

C.,  H.  & D.  4%  Notes,  1913 

99’ 

191 

♦Mobile  & Ohio  Mont.  Div.  6s 

110i 

13| 

Raleigh  & Augusta  1st  6s 

116 

11 

♦Silver  Springs,  Ocala  & Gulf  4s  

97 

23 

Sunday  Creek  Coal  6s 

100 

10 

Burlington,  Cedar  Rapids  & Nor.  1st  6s. ...... . 

. .. . 96 

Paid  off  at  100 

6 

♦Galveston,  Houston  & Henderson  1st  6s 

. . . . 86 

98 

131 

♦So.  Carolina  & Georgia  1st  6s 

103$ 

13! 

Cincinnati  Connecting  Belt  6s 

Paid  off  at  106 

6 

♦Detroit  & Mackinac  4s 

92 

27 

Georgia  & Alabama  Prior  Lien  6s 

. . . . 96 

Paid  off  at  106 

10 

♦Mil.  & Lake  Winnebago  1st  6s 

. . . . 90 

102 

12 

Atlantic  & Danville  1st  6s 

. . . . 90 

Paid  off  at  100 

10 

Cent,  of  Georgia,  Macon  & Nor.  6s.  . . ........ 

107  ; 

21 

Brunswick  & Western  1st  4s 

95| 

12  f 

♦Nashville,  Florence  & Sheffield  1st  6s 

. . . . 86 

109! 

23  § 

Minneapolis  Street  Ry.  6s 

. ...  91 

104 

13 

Atlanta,  Knoxville  & Nor.  1st  6s 

. ...  101 

112£ 

HI 

Louisville,  Henderson  & St.  Louis  6s 

. . . . 82 

1081 

261 

An  average  advance  of  over  14|  points 

*Now  listed  on  New  York  Stock  Exchange. 

tFublished  bid  price— more  would  undoubtedly  be  paid. 

January  27,  1912. 

It  is  our  business  to  study  the  intrinsic  value  which  underlies  a security, 
irrespective  of  the  strength  or  standing  of  the  obligor.  In  other  words,  we  search 
through  the  market  for  a good  bond  on  a safe  and  growing  property,  rather  than 
for  the  obligations  of  a well-known  corporation.  If  our  iudgment  about  the  security 
being  good  is  correct,  the  market  price,  with  the  ever  broadening  markets  of  this 
country,  always  takes  care  of  itself — that  is,  as  the  securities  in  question  become 
better  known  and  demonstrate  their  value,  there  is  a steady  enhancement 
in  their  price. 

Our  present  recommendations  furnished  upon  request 

F.  J.  Lisman  & Co. 

Members  of  New  York  and  Chicago  Stock  Exchanges 

108  S.  La  Salle  Street 

CHICAGO 

New  York  Philadelphia  Boston  Hartford  Providence 
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R Qgarding  the  effect  of  depreciating  or  appreciating  gold  on  the 
rate  of  interest 

Prof.  Fisher  says,*Tlie  influence  of  monetary  appreciation 
or  depreciation  on  the  rate  of  interest  will  be  different  according 
I to  whether  or  not  that  appreciation  or  depreciation  is  forseen." 

If  appreciation  is  forseen  any  increase  in  the  burden  of  the 
debtor  may  be  offset  by  a reduction  in  interest.  If  depreciation 
is  forseen  any  increase  in  loss  to  the  creditor  may  be  offset  by 
increase  in  interest  or  by  payment  of  a premium  in  addition  to  the 
principal  at  maturity."  The  present  declining  rate  of  interest 
coupled  with  depreciating  money  and  higher  prices  makes  the 
selection  of  high  interest  paying  bonds  a serious  problem.  The 
banker  is  constantly  confronted  with  that  problem  in  his  purchases 

and  the  demand  for  greater  return  from  his  investors.  For  example, 
it  Is  not  uncommon  to  note  advertisements  of  issues  which  may  be 
repaid  on  any  interest  date  at  105  or  110,  or  which  provide  for  re- 
payment at  maturity  at  105  to  110.  The  shrev/d  investor  will  not  be 
1 over-enthusiastic  about  such  a provision,  because  he  may  realise  that 
the  corporation,  while  adding  an  attractive  selling  feature,  is 
also  providing  itself  with  a loop  hole  which  it  may  use  to  liquidate 
a high  interest-bearing  obligation  in  a period  of  cheap  money.  The 
conditions  of  the  money  market  may  be  such  that  it  would  be  better 

to  pay  off  the  obligation  at  the  advanced  price  and  then  renev/  the 

4 

loan  on  better  terms." 

It  is  the  writer’s  opinion  that  bond  prices,  aside  from  the 
general  fluctuation  in  money  rates,  follow  a well  defined  cycle  of 
rise  and  fall  in  the  net  return,  which  might  be  called  the  demand 
or  a popularity  fluctuation.  The  theory  is,  vis: 

Every  class  of  bonds  enjoys  a period  when  it  is  popular.  The 

f 2rof . Irvins’  Fisher,  Rate  of  Interest. 

' »m.  - . Uilmore.  Wm.  S.  Gilmore  & Oo. 
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demand  for  this  class  begins  to  increase  at  once,  and  of  course  the 
price  increases  ?;i th  it,  so  that  the  net  return  or  the  effective 
rate  of  interest  begins  to  fall.  The  periods  are  often  several 
years  in  length.  T7hen  bond  men  begin  to  find  their  clients  com- 
plaining about  high  prices  and  small  returns  from  the  popular 
issues,  they  look  about  for  a substitute  which  will  satisfy  the 
investor  by  reason  of  its  slightly  greater  net  return.  However, 
as  soon  as  the  substitute  begins  to  be  bought  up  by  promi^^?y,01tSne 
demand  rises  and  of  course  the  price,  so  that  the  bond  men  must 
again  look  for  a substitute. 

The  working  of  this  theory  is  well  illustrated  by  the  price 
record  of  railroad  securities  in  the  past  decade,  compared  with 
public  service  corporation  securities. 

The  average  yield  of  twenty  high  grade  railroad  bonds,  such  as 
would  be  accepted  by  savings  banks  under  the  laws  of  Hew  York  and 
Massachusetts,  for  twenty  years  xoast , is  4.10^.  The  trend  of  the 
yield  has  been  steadily  downward,  due  to  the  popularity  of  the  class, 

The  average  yield  of  twenty  high  grade  public  utility  bonds 
is  now  close  to  biffo.  ■ As  a class  they  are  in  the  height  of  their 
popularity,  and  a perusal  of  the  bond  offerings  will  show  that  the 
net  yield  is  beginning  to  decline  gradually,  due  to  the  demand 
premium  which  is  added  to  the  price. 

The  railroads  have  enjoyed  unusually  cheap  money  ever  since 
railroad  bonds  as  a class  have  been  in  vogue;  but  with  the  rise  in 
popularity  of  public  utility  bonds,  the  demand  for  railroad  bonds 
has  not  been  so  keen,  and  they  will  have  to  bid  up  a little  for 
money.  Public  utility  bonds  will  enjoy  a period,  of  cheap  money 
until  some  other  class  begins  to  bid  up  for  money  and  reduce  the 
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demand  for  public  utility  issues  and  the  popularity  for  them. 

Popularity  of  bonds  ray  be  stated  here  to  be  the  demand  or 

the  preference  shown  by  leading  investors  for  that  bond  or  class  of 
of 

bonds/which  they  purchase  the  most.  Healthy  men  who  buy  large  cuan- 
' 

j tities  of  bonds  are  constantly  advising  with  one  another  as  to  good 
purchases  and  thus  the  writer  speaks  of  a rise  in  popularity.  This 
opinion  was  also  expressed  by  Mr.  Ferriss. 

The  above  theory  is  of 'ered  to  show  the  existence  of*  another 
factor  in  price  making.  nhe  attached  clipping  shows  the  relative 
yield  of  the  three  general  classes  to-day.  According  to  the  theory 
there  will  be  a periodic  shifting  of  the  highest  net  return  from 
one  class  to  another 


YARD, 

OTIS  & 
TAYLOR 

BARKERS 

105  South  La  Salle  Street 

♦ 

We  Buy  and  Sell 
High  Grade 

Municipal  Bonds 

Yielding  4%  to  5% 

RaaSroad  Bonds 

Yielding  h\%  to  5§% 

Corporation  Bonds 

Yielding  5%  to  0% 
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BUYING-  MUIIT CIPAL  BONDS 

Ur.  Roger  VI,  Baboon  oay3  " the  business  of  municipal 
bond  buying  is  divided  into  three  divisions: 

(1)  That  of  Southern  and  Western  municipals  which  yield 
a high  rate  and  which  are  not  considered  very  safe. 

(2)  Municipals  of  the  Middle  Vic st , which  arc  absolutely 
safe  and  which  yield  a fair  rate  of  interest. 

(3)  Municipals  of  large  cities  and  Hew  England  towns 
which  are  legal  for  Savings  Banks  of  Massachusetts,  ITew  York  and 

Connecticut . 

The  greatest  profit,  says  Mr.  Babson,  arc  in  bonds  of 
the  first  division,  but  of  course  they  are  hard  to  sell.  More 
bonds  of  the  second  division  are  sold  by  most  houses  because  the#- 
are  readily  salable  throughout  the  riddle  west.  Bonds  of  the 
third  division  are  absolutely  safe,  and  in  reality  they  belong  to 
the  same  class  as  listed  corporation  bonds.  In  the  east  they  are 
virtually  considered  as  one  issue  and  hence  have  a very  broad 
and  active  market. 

Mr.  Chamberlain  says,  ” Bonds  are  broadly  divided  into 
three  classes.  Municipal,  Railroad  and  Corporation  bonds.  'ore 
houses  specialize  in  one  kind  and  some  deal  in  all  kinds,  but  the 
principles  and  methods  involved  in  buying  each  kind  differ  widely 
so  that  the  question  of  purchasing  is  divided  into  three  parts; 
namely,  buying  Municipals,  buying  Railroads  and  buying  Corporation 
bonds . 

The  purchase  of  a municipal  "bond  is  a comparatively 
simple  matter  providing  the  municipality  is  well  known  to  the 
banking  fraternity.  Then  no  preliminary  investigation  is  recuired 
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and  a bid  is  made  for  the  loan  at  current  market  rates  and 
acceptance  on  award  is  subject  to  the  approval  of  the  banker’s 
attorneys  in  all  respects  affecting  the  validity  of  the  obligation. 
If  the  municipality  is  not  well  known  a representative  should  bo 
sent  to  learn  at  first  hand  the  physical  and  financial  condition 
of  the  city  and  to  form  an  estimate  of  its  probable  future  ability 
to  meet  its  obligations." 

"The  problem  of  buying  civil  loans,  the  municipals  proper, 
and  the  c uasi-municipals  such  as  county  and  tax  district  bonds, 
may  be  divided  according  to  the  character  of  their  investment 
destination.  Prom  the  business  point  of  vi ew  municipals  are 
broadly  either  "legals”  or  "general  market  bonds".  A "legal"  is  a 
term  applied  to  those  bonds  which  have  been  approved  by  and  which 
conform  to  the  high  requirements  of  the  older,  richer  states 
governing  the  investment  of  savings  bank  deposits,  trus-  funds 
and  sometimes  insurance  company  funds.  Naturally  the  legals  are 
a superior  bond  to  the  general  marked vari ety." 

The  buying  of  "general  market"  municipals  is  a much 
more  complex  problem.  The  security  is  always  open  to  r uestion. 
History  is  full  of  stories  of  state  repudiation  of  its  obligations 
and  the  stories  are  far  worse  of  municipalities.  The  North  Amer- 
ican Review  in  1884  said  of  Missouri,  " Of  100  counties,  townships 
and  cities  issuing  bonds,  nine-tenths  have  defaulted".  The  true 
financial  competency  of  a community  to  issue,  support-  and  acquit 
bonded  obligations  is  not  so  easy  to  ascertain  as  most  people 
suppose . 
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The  factor  security  is  almost  absent  in  purchasing 
a "legal" , and  it  would  be  beyond  reason  to  hold  any  banting  house 

responsible  for  the  default  o^  an  issue  which  is  a legal  invest- 

, \ 

ment  for  the  savings  banks  of  Massachusetts  or  New  York.  The 
questions  of  legality  and  validity  are  mite  apart  from  those  of 
financial  competency  or  good  faith  of  a city.  It  is  the  function 
of  attorneys  to  establish  validity.  A record  kept  by  Mr.  Chamber- 
lain in  1907  shows,  of  a total  of  200  million  dollars  o^  munici- 
pals and  state  bonds  issued,  that  about  2^>  were  finally  declined 
by  the  counsel  of  the  purchasing  house. 

An  apparently  "legal"  may  be  unsafe  if  its  validity  has 
been  passed  on  by  some  incompetent  attorney.  There  are  many 
lawyers  who  are  interested  more  in  immediate  profits  for  the  bond 
house  than  for  its  future  welfare.  "Legal"  opinions  are  cheap 
because  of  the  existence  of  many  such  lawyers,  and  it  is  the  duty 
of  the  bond  house  to  protect  its  clients  in  this  respect. 

As  a mercantile  proposition  the  buying  or  legals  narrows 
down  to  one  of  technical  skill  in  sensing  the  current  demands 
and  steering  the  bid  in  that  very  narrow  channel  of  profit 
between  the  "Soylla  of  competetive  bids  and  the  Tharybdis  of 
too  high  asking  price"* 

There  are  two  daily  publications  that  keep  bond  houses 

fully  posted  on  forthcoming  municipal  sal.es  and  the  terms  and 

a 

forms  in  which  proposals  may  be  sent.  nhev  also  publish Ali.st  of 
bidders  at  recent  sales  and  the  prices.  The  data  for  intelligent 
buying  may  be  easily  collected  through  these  bureaus. 

It  is  far  easier  to  guess  the  price  the  bond  will  bring 

from  the  public  than  that  which  other  houses  will  bid  at  the 

public  sale 

-JLmyxanc  0 Lamb  or'  min.  1 
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"but,  even  if  the  purchaser  could  be  certain  of  both, he  is  not  entire- 
ly safe.  He  must  know  the  selling  cost  per  bond  so  that  his  work 
is  not  for  aught  or  perhaps  at  a loss. 

The  cost  of  selling  is  figured  by  one  house  at  $14  per  $1000 
bond  which  includes  all  sales  and  brokerages,  but  at  best  the 
gross  profit  in  selling  legal  municipals  is  not  greater  than  7.50 
to  10.00  per  $1000.  This  seems  very  low  and  it  is  hard  to  see  how 
bond  houses  can  live  on  such  small  profits,  but  the  compensating 
factor  makes  up  for  it.  Bonds  in  the  long  run  almost "carry  them- 
selves" , i.  e.  they  produce  a sufficient  income  to  offset  the 
interest  charges  for  hypothecation  at  the  banks.  The  other  mer- 
chants in  mercantile  lines  have  not  this  advantage,  in  fact,  if 
anything  their  goods  depreciate. 

j 

With  a gross  profit  of  one  per  cent  that  may  be  wiped  out  by 
a change  in  market  it  is  essential  that  the  bidding  should  be  most 
circumspect.  A proper  equipment  of  books  should  be  had  which  will 
show  record  of  all  past  municipal  sales.  The  records  will  show, 
the  amount  of  flotation,  coupon  interest  rate,  the  duration, 
the  purpose  of  the  issue,  date,  the  price  brought  at  the  sale,  the 
net  yield  at  this  price,  name  of  the  purchaser  and  net  yield  of  bonds 
when  retailed.  Every  one  of  these  points  is  of  prime  importance 
in  gauging  the price  to  bid.  The  points  to  keep  in  mind  when  bid- 
ding are  in  the  following  order  of  importance;  first,  the  price 
that  the  margin  will  bear,  second,  the  margin  acceptable  under  the 
conditions,  and  third,  the  competition  price. 

These  principles  and  details  become  instinctive  to  a pro- 
fessional bond  buyer.  He  can  generally  run  through  a few  pages  of 
proposals  for  bids  and  check  off  with  almost  unerring  accuracy 
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the  cases  in  which  no  Bids  will  Be  received,  except  porhaps  tho 
case  where  a local  Bank  will  Bid  up  an  issue  for  advertising  or 
political  purposes.  The  municipal  Bond  Buyer,  for  example,  will 
examine  the  following  proposal: 

County  of ,Mass.  $20,000,  4$$  Bonds  maturing 

serially  at  $2,000  per  year.  The  issue  is  so  small  that  printing 
of  circulars  is  too  expensive,  the  state  forbids  the  sale  of 
municipal  bonds  Below  par:  in  this  case  a 4.25  Basis.  The  Best 
price  obtainable  would  Be  a 4.25  Basis,  on  account  of  existing 
money  rates.  This  would  mean  a gross  profit  to  the  house  of  $4. 74 
which  would  Be  too  narrow,  hence  he  would  reject  the  proposal. 
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In  the  fi  el  d of  "buying  railroad  securities  the  principles 
are  quite  definite  and  now  with  the  aid  of  the  Inter-State  Conm- 
orce  Domini ss ion  the  facts  can  be  reduced  to  a very  definite  form 
for  an  inspection  of  the  railroad  company' s financial  status. 

The  first  consideration  is  proprietorship  and  management; 
and, while  it  is  not  reducible  to  figures/it  plays  a big  part  in 
determining  the  credit  of  the  road.  Kr.  Oarl  Snyder  in  "American 
Railways  as  Investment s" says , "It  is  a curious  fact  of  railway 
history  that  careful  and  conservative  management  tends  to  per- 
petuate itself The  ownership  of  a road  and  the  personnel  of 

its  management  may  change  absolutely,  yet  it  is  curious  to  note 
how  amid  all  these  changes  its  character  for  good  or  evil  will 
sometimes  survive" . 

The  conduct  of  a stock  on  the  Exchange  over  a period 
of  years,  its  dividend  record,  and  its  history  during  receivership 
will  be  a reasonable  safe  guide  to  the  general  health  of  the  road. 

The  railroad  bond  buyer  must  bo  a keen  analyst  to  detect 

i 

the  real  security  behind  bonds  that  have  been  issued  under  circum- 
stances  such  as  those  of  the  Rock  Island.  In  that  system  it  is 
well  known  that  a relatively  small  amount  of  actual  capital  con- 
trols the  entire  system  through  stock  pyramiding  and  holding 
companies.  The  underlying  bonds  appear  to  have  valuable  equities 
in  earnings  and  security,  but  at  the  first  sign  of  insufficient 
earnings  they  would  rapidly  fall  in  price.  This  is  an  example  of 
a case  where  the  careful  bond  buyer  must  be  unusually  keen  and 
thorough  in  his  analysis.  Where  there  is  a truly  dominating 
interest  such  as  Hawley  in  the  Chicago  and  Alton,  or  Hill  in  the 
Great  northern,  the  questions  of  proprietorship  become  sore what 
more  acute.  The  character  of  the  man  is  then  under  scrutiny. 
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One  desires  to  know  whether  he  is  a broad  ganged,  constructive  bus- 
iness ran,  or  simply  an  operator  in  trie  business  for  exploitation. 

The  banker-;  that  he  is  aligned  with  are  an  index  to  the  latter  point. 

Often  the  dominating  interest  is  composed  of  a group 
of  men  and  the  group  must  be  subjected  to  the  same  scrul iny.  "here 
has  been  a decided  development  in  late  years  of  the  well  known 
"clique"  among  railroad  financiers,  operating  under  alliances  and 
agreements  which  arise  from  the  "communities  of  interest".  It  is 
a state  of  affairs  essential  to  present  economic  conditions.  The 
old  rate  wars  were  costly  and  the  traffic  alliance  might  possibly 
be  called  an  offspring.  Ilany  alliances  have  been  formed  whore  stock 
control  does  not  exist,  often  in  the  case  o'*  small  independent  roads 
tributary  to  the  larger,  powerful  systems,  which  would  be  their  most 
natural  connection.  Tn  these  alliances  the  small  road  is  pit  upon 
a safe  earning  basis  because  of  its  traffic  connections,  but  it 
stands  in  a good  way  to  lose  its  corporate  identity  sooner  or  later. 

The  physical  "actors  which  enter  into  the  consideration 
of  railroad  bond  issues  are  location,  mileage,  character  and  condi tinr 
of  equipment  and  operating  efficiency.  These  factors,  however,  are 
not  so  reliable  an  index,  and  do  not  play  the  important  part,  that 
earning  power  plays  in  determining  the  financial  strength  of  rail- 
roads . 

Hr.  Lawrence  Chamberlain  says  of  railroad  issues, 

” Railroad  bond  buying  like  municipal  bond  buying  does  not  look  for 


the  ability  of  the  obligor  to  meet  its  debts  as  the  chief  considerati- 
on 

of  purchase.  The  equities  are  usually  sufficient  to  be  accepted 


without  the  exhaustive  degree  of  inquisition  which  must  be  given 
the  affairs  of  a public  service  or  other  corporation  because  a large 
part  of  both  municipal  and  railroad  debt  is  intended  to  be  institutiOwM 
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Hence  the  capacity  for  absorption  and  "digestion”  is  relatively  great 
and  these  two  types  may  he  handled  on  a relatively  narrow  margin 
of  profit" . 

"The  margin  of  profit  on  railroad  bonds  is  not  $7.50  to  $10. 

per  $1,000  as  was  shown  in  the  case  of  "legal  ^or  savings  bank" 

municipals,  but  nearer  four  or  five  percent.  Besides,  the  market 

for  railroad  bonds  is  automatic  on  ac  ount  of  so  many  issues  being 

listed,  and  therefore  the  initial  profit  does  not  have  to  contain 

a provision  for  a later  cost  of  "supporting  the  market". 

"Another  point  of  similarity  between  railroad  and  municipal 

bonds  is  their  division  into  two  genera]  classes;  one  which  has 

almost  unquestioned  security,  marketability  record  of  past  financing 

etc. A are  the  prime  price  factors".  r / 

"From  the  standpoint  of  the  character  of  the  debt  and  of  the 

issuer,  railroad  bonds  are  more  like  general  corporation  bonds. 

The  large  railroad,  corporations  are  controlled  by  a coterie  of 

Hew  York  bankers  who  absolutely  have  the  first  call  upon  any  new 

ty£>e 

issues  of  securities.  They  are  a distinct^of  wholesaler,  almost 

monopolistic  in  their  control,  so  tha^  it  is  almost  impossible 

for  a retail  house  to  buy  directly  from  a railroad  corporation. 

The  ret-ai  l^must  align  itself  with  the  big  houses  as  a secondary 

underwriter  and  purchase  whatever  may  be  offered  without  regard,  to 

price  or  quality.  The  man  who  does  the  buying  must  have  t ac*  as  we  HI 

as  skill  in  order  to  make  a profit  for  his  house  and  at  same  time 

not  give  offense  to  the  "powers  that  be". 

"There  is  a constant  temptation  to  follow  the  crowd  into 

some  new  subscription  that  is  uncertain  and  the  bond  purchaser  must 

avoid  these  dangerous  chances.  It  is  almost  impossible  to  ascertain 

the  grounds  or  principles  upon  which  these  large  wholesale  houses 
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Buy  their  Bond  issues.  They  keep  their  plans  very  secret  and  one 
who  tries  to  pry  into  the  facts  is  apt  to  meet  with  a disappointing 

rebuff" 

The  manager  of  the  Chicago  office  of  a large  New  York  firm 
recently  stated  to  the  writer  that  he  had  a serious  notion  to 
resign  his  position  Because,  he  said,  "the  New  York  office  arbi- 
trarily allots  Bonds  for  sale  from  this  office  that  are  not  fitted 
to  the  demands  of  the  Chicago  clientele  and  which  we  have  no  means 
of  knowing  anything  about.  If  the  issue  proves  poor  our  clients 
will  hold  us  responsible,  and  if  we  desire  to  compete  with  other 
Bond  houses  it  is  necessary  to  unqualif iedly  recommend  these  Bonds 
of  which  we  know  nothing  at  all." 

In  placing  a new  issue  on  the  market  the  wholesale  houses 

put  the  subscription  prices  as  high  as  the  market  will  stand  and 

the  small  1/8  to  1 % that  the  retail  house  has  for  a margin  may  Be 

cinJ' 

quickly  eaten  up  Before  the  Bonds^ sold^By  a sagging  market.  The 
difference  Between  the  retail  market  price  to  the  public  and  the 
price  received  By  the  railroad  as  proceeds  of  the  issue  may  Be 
about  6 points.  But  it  does  not  represent  the  real  cost  of  dis- 
tribution. The  large  New  York  house  that  negotiates  with  the  railroad 
allots  the  issue  to  its  sub-underwriters  at  a concession  of  lw 
points,  the  latter  sub-alloting  among  Brokers  at  a concession  of 
thus  the  retail  house  o/&  sub -underwriter  that  really  takes  the  whole 
responsibility  receives  about  25  of  the  profit,  whereas  the  New 
York  wholesaler  gets  about  71/  of  the  profit  and  takes  practically 
no  responsibili ty . "'hence  this  franchise  for  exacting  toll  for  every 
large  issue  of  railroad  Bonds  ? Is  it  an  evidence  of  sound  economic 
conditions  in  any  Business  when  the  wholesale  profits  are  greater 
than  the  retail  by  alm:ost  200%  ? The  wholesalers  argue  that  they 
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aro  entitled  to  a reward  for  their  capitalistic  entrenchment 

because  they  have  command  of  the  capital  necessary  to  exploit  whole 

railroad  systems,  however,  there  are  dozens  o^  retail  houses  that 

would  he  able  under  ”, -joint  account”  to  handle  the  largest  corporatior 

. 

loans  placed  in  America,  in  fact  they  are  practically  the  immediate 
repositories  of  the  large  loans  now  until  public  absorption.  They 
carry  the  load  but  the  wholesaler  gets  the  remunerat ion . 

There  would  be  great  benefits  result^if  the  buying  of  railroad 
securities kMBT&done  directly  by  the  retail  bond  houses.  It  would 
separate  the  banking  interests  from  the  proprietary,  and.  associate 
the  banking  interests  with  the  investment  interests.  movement 
highly  desired  and  one  which  ought  to  come  within  a few  years. 

It  is  necessary  more  and  more  even  under  present  conditions  for  the 
retail  house  to  be  posted  on  all  the  bond  issues  of  the  railroads, 
and  the  movement  in  the  last  decade  on  the  fart  of  the  railroads 
in  converting  their  divisional  mortgage  issues  into  refunding  issues 
under  a blanket,  open  end  mortgage  is  a step  in  the  desired  direction. 

National  banks  and  many  other  institutions  are  insisting 
upon  the  issuance  of  securities  which  will  have  a < u! ck  convert- 
ible and  hypothecary  value,  and  thus  a much  higher  price  may  be 
obtained . 

nhe  provisions  o ^ these  blanket  mortgages  are  becoming 
standardized  to  the  great  benefit  railroad  finance,  ""he 
gradual  retirement  of  miscellaneous  mortgages  and  the  substitution 
therefor  of  escrow  refunding  bonds  makes  a railroad  debt  a more 
simple  matter  of  computation  and  appraisal  besides  making  the  bonds 
as  a class  more  negotiable,  which  is  a feature  greatly  desired  by 
investors . 
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Regarding  the  complexity  of  issues , mortgages,  etc.  Ur. 
Chamberlain  says',”  Under  past  conditions  a railroad  bond  purchaser 
must  be  familiar  with  $1,500,000,000  of  refunding  bonds  and  forty 
or  more  issues,  thus  giving  one  an  idea  of  the  know], edge  required 
of  a buyer  of  big  issues.  Railroad  scholarship  is  a deep  subject 
of  study  and  one  so  lengthy  that  it  can  not  be  considered  in  this 
paper . " 


The  buyer  of  railroad  bonds  must  have  a keen  sense  of  market 
values  and  price  trend  if  he  would  be  successful,  because  the  profit 
of  turning  is  small.  Some  retail  houses  have  discontinued  a force 
of  salesmen  who  handle  listed  bonds.  Such  selling  must  be  incidental 
to  the  distribution  of  other  issues  which  return  a greater  profit. 

A careful  and  thorough  study  of  bond  prices  in  general  and  the 
range  of  movement  of  the  issue  in  question  will  enable  a progressive 
retail  house  to  realize  some  profit  from  handling  these  securities. 

The  selling  is  far  easier  to  do  rightly  than  the  buying.  A table  of 
monthly  and  annual  price  fluctuations  with  the  number  and  volume  of 
sales  will  give  one  a good  idea  of  relative  cheapness  and  dearness. 

There  are  about  50  railroad  corporations  with  a mileage  over 
1000,  and  these  large  systems  very  often  have  subsidiaries  which 
issue  various  forms  of  paper  from  time  to  time.  These  secondary  issue 
consist  of  equipment  trust  notes,  terminal  and  divisional  issues, 
and  can  still  be  bought  by  the  retail  bond  house  at  a figure  which 
will  enable  them  to  rake  a good  profit.  The  life  of  equipment  notes 
averages  about  5-£  years,  thus  affording  the  bon'  house  an  opportunity 
to  profit  by  reinvestment. 

"he  relation  of  earning  power  to  valuation  and  capitalization 
is  competently  set  forth  in  Kr . Tohn  i'.oody's  Analysis  of  Railroads, 
and  a part  is  set  forth  hereunder  as  an  item  of  i nt erest . 


BUYIRG  RAILROAD  30RDS 


34 


The  Moody  Analysis  of  Railroad  Securities  divides  the  invest- 
factors,  viz.: 

Physical  Factors 

Average  Miles  Operated 
Equipment 

Proportion  of  Freight  to  all  Traffic 
Pasenger  & Freight  Density 
Average  Freight  Train  Load 
Train  Mile  Earnings 
Passenger  & Freight  Rate 
Income  Factors 

Earnings  and  Their  Distribution 
General  Income  Account 
Gross  Earnings 
Maint  enanc  e Acc  ount s 
Transportation&  Other  Oper.  Expenses 
Ret  Earnings 

Other  Income  and  Total  Ret  Income 
Fixed  Charges  and  Margin  of  Safety 
Disposal  of  Surplus 
Capitalization  Factors 

Assets  and  Liabilities  of  the  Railroad. 

Balance  Sheet 

Capital  Assets  and  Cap.  Liabilities 
Capitalization  of  Rentals 
Stocks  and  Bonds  out-  per  mile 
Ret  income  on  Ret  Capital 
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Principle  of  Average,  1,  5,  10  years. 
Bond  Record  and  Ratings 
The  Primary  Price  Factors 
Characteristics  of  Securities. 


Fixed  Charge sf  and  ’’Margin  of  Safety”) 

Briefly,  fixed  charges,  viz.: 

(a)  Interest  on  founded debt 

(b)  ” ” Floating  ” 

(c)  Rentals 

( d)  Sinking  funds 

U 

(e)  Interest  and  Principal  of  Contracts. 

" 

Taxes  stated  separately,  but  included  in  charges. 

Taken  as  a whole,  the  fixed  charges  of  a property  represents 
the  sura  it  must  currently  earn  and  pay  to  be  in  a healthy  finan- 
cial condition.  The  reports  usually  state  the  items  of  fixed 
charges  in  satisfactory  detail  and  the  investor  can  therefor  easily 
judge  of  their  nature.  It  is  frequently  the  case  that  a railroad 
has  car  and  equipment  trusts  outstanding  which  mature  serially,  a 
portion  of  the  principal  as  well  as  interest  being  payable  each 
six  months,  or  each  year.  Items  of  this  nature  must  naturally 
be  included  in  the  charges  just  as  sinking  fund  payments  are,  and 
often  they  are  of  such  amount  as  considerably  to  increase  the  sum 

Tf 

1 total  of  the  charges  in  a given  year. 

The  relationship  of  fixed  charges  to  the  property  can  best 
be  judged  comparatively,  and  when  they  are  examined  over  a series 
of  years  the  figures  are  of  vast  use.  There  is  a direct  relation- 


j 


36 


BUYING  RAILROAD  BONDS 

ship  between  the  gross  business  and  general  traffic  density  of  a 
property  and  the  percentage  of  this  business  required  for  meet- 
ing the  charges.  As  has  well  been  brought  out  by  Mr.  Mundy  in 
his  excellent  book,  the  "Earning  Power  of  Railroads",  those  roads 
the  fixed  charges  of  which  have  averaged  not  more  than  r60%  of 
the  gross  income,  have  usually  been  ablo  to  withstand  financial 
j set  backs  with  greater  ease  than  roads  with  fixed  charges  great- 
ly exceeding  this  figure.  Therefore,  properties,  like  the  Lake 
Shore  and  Great  Northern,  which  have  spent  liberal  sums  for  the 
maintenance  of  their  properties  and  for  the  development  of  an 
intensive  traffic,  thus  keeping  down  the  ratio  of  operating  costs 
aside  from  maintenance,  have  been  in  better  position  to  carry 
their  charges  than  some  other  roads  which,  while  showing  advances 
in  earnings  from  year  to  year,  have  been  obliged  to  consume  a 

n 

larger  proportion  of  the  gross  receipts  in  operating  their  trains. 


But  the  vital  question  with  the  holder  of  bond  issues  on 
railroads  is  to  know  what  amount  of  money  remains  available  after 

I 

; payment  of  all  operating  and  other  current  expenses  for  meeting 
i the  interest  on  the  bond  issues  in  which  he  may  be  interested. 

Assuming  that  he  has  examined  the  operating  and  income  records  in 
i his  report  in  a thorough  manner  and  has  ascertained  the  relation- 
ship of  traffic  density  to  the  gross  business,  maintenance  and 
other  costs,  and  has  also  properly  examined  the  sources  of  out- 
side income,  he  is  on  solid  ground  for  ascertaining  the  position 
of  the  bond  issues  in  the  results  shown  by  the  road.  But  while 
it  is  a matter  of  interest  to  know  what  amount  of  available  surplus 
a road  has  shown  over  its  charges  for  this  or  last  year,  the  more 
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important  thing  is  for  him  to  know  what  the  road  has  done  in  this 
regard  for  a series  of  years.  This  thought  has  been  carried  to 
a fuller  development  in  the  "Analyses"  than  has  ever  been  attempted 
before.  The  available  surplus  above  the  charges  of  the  different 
| roads  is  not  merely  shown  for  2 or  3 years,  but  is  shown  for  an 
entire  decade.  In  this  way  the  investor  is  enabled  to  ascertain 
the  trend  of  improvement  or  retrogression  for  a long  series  of 
years.  In  order  to  reach  a fair  basis  of  judgment  the  records  for 
each  year  are  averaged  and  the  average  showing  made  is  the  basis 
on  which  the  entire  property  is  analyzed.  Comparisons  are  made 

IT 

as  usual  with  the  average  results  ^iown  by  other  properties. 

IT 

The  margin  of  safety  is  the  proportion  of  Total  Net  Income 
remaining  over  after  payment  of  all  current  fixed  obligations, 
including  taxes,  car  trusts,  principal  and  interest  payments,  mis- 
cellaneous items,  etc.  The  records  given  show  that  the  great 
i majority  of  American  railroads  have  presented  comparatively  high 
margins  above  their  charges  during  the  entire  decade,  and  that  in 
most  cases  a steady  record  of  improvement  has  been  ^iown  from  year 
I to  year.  The  following  extract  from  the  Table  showing  Margin  of 
Safety  on  average  results  for  the  entire  period  on  all  railroads 

/ U 

which  are  analyzed  in  this  book  will  be  of  special  interest. 
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Margin  of 

Safety 

Name  of  Road 

1st  year 
of 

Decade 

Last  year  Average 
of  for 

Decade  Decade 

A • T.  & S.  D* • 

51  fo 

54fa 

55  % 

B • & O* 

45 

47 

51 

B.  & M. 

25 

20 

20 

Can.  Pac. 

49 

63 

59 

0.  M.  & St.  P. 

61 

58 

61 

C.  B.  Sc  Q. 

44 

53 

53 

C.  & E.  I. 

40 

18 

38 

Erie 

15 

16 

25 

G.  N. 

69 

69 

70 

j*.  S.  & M.  S. 

58 

50 

57 

N.  P. 

58 

63 

65 

Penn.  Co. 

21 

38 

32 

" R.  R. 

37 

53 

53 

Pere  Marquette 

-- 

1 

-- 

^oek  Island 

49 

11 

30 

So.  Pac. 

22 

53 

42 

i Union  Pac . 

64 

71 

66 

Wabash 

8 

7 

11 

C.  Sc  II.  w. 

55 

55 

54 

* Mr.  John  Moody,  Analysis  of  Ra 

ilroad  Securities. 

BUY  I IT G CORPORATION  BONUS 


39 


Mr.  Chamberlain  says  regarding  corporation  bonds, 

"Students  can  buy  municipal  or  railroad  bonds  but  it  takes  business 
mon  to  buy  corporation  bonds".  There  is  great  significance  in  that 
statement,  for,  as  Mr.  Perriss  states  in  an  earlier  chapter,  " the 

I entire  buying  of railroad  bonds  and  big  issues of  corporation 

; bonds  is  done  by  ten  or  twelve  men",  and  thus  it  would  seem  that  the 
science  of  bond  buying,  especially  corporation  bonds,  has  but  few 
masters.  In  municipal  and  railroad  issues  there  exists  a well  defined 
class  of  cities  and  railroads  whose  bonds  are  accepted  as  safe  without 
ouestion.  for  as  mentioned  before,  a large  part  of  the  debts  of  cities 
and  railroads  is  -‘nt  ended  to  be  institutional  and  continuous,  but  in 
the  general  corporation  field  the  conditions  are  entirely  different. 

It  is  harder  to  ascertain  the  true  state  of  affairs  of 
corporations  than  of  railroads  or  municipalities.  Secret  liabilities 
and  inflated  assets  arc  hard  to  detect.  A corporation  that  is  appar- 
ently secure  to-day  may  be  floundering  in  bankruptcy  tomorrow  due 
to  sudden  revelations  in  the  accounts.  The  recent  McOrun-ITowell 
disaster  is  a good  example  of  this  point.  January  1,  1912  its 
accounts  showed  a large  surplus  andevery  one  pronounced  its  stock 
a good  investment.  The  preferred  stock  was  selling  close  to  par 
and  the  common  well  toward  65^ when  startling  disc over i es  were  made 
in  the  accounts.  Tt  was  ascertained  almost  certainly  that  the 


large  surplus  shown  on  January  1,  1912  was  fictitous,  that  there  was 

very  little  of  value  to  support  the  stocks , and,  as  a result,  the 

stock  tumbled  at  once,  preferred  to  14  and  common  to  3-1,  causing 

largo  losses  to  the  stockholders  and  to  the  underwriters.  The 

investment  bankers  who  handled  the  issue  were  stunned,  for  they 

relied  on  the  audit  of  accounts  and  induced  their  clients  to  buy 
freely. 
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In  buying  corporation  bonds,  individual  ingenuity  is  given 
nore  opportunity  to  show  itself  and  the  shrewdest  tradesman  will  reap 
the  largest  profits. 

rnhe  prime  and  most  important  factor  in  judging  corporation 
loans  is  security,  it  is  the  hardest  point  on  which  to  pass  judgment 
and  one  upon  which  the  success  of  the  issue  depends,  so  that  the  bon 
buyer  who  learns  to  judge  accurately  makes  his  services  indispensable 
to  the  bond  house.  It  is  a f uality  that  is  born  in  men,  hr.  BAbson 

I 

says  in  his  lessons  on  bond  buying.  A prominent  bond  man  in  Chicago 
recently  remarko^that  the  ?orporation  bonds  for  the  entire  ”.S . 
were  bought  by  ten  or  twelve  men.  This  shows  how  uncertain  a prop- 
osition +he  bond  man  faces,  and  while  statistics  and  other  scientific 
methods  have  done  much  to  enable  more  men  to  judge  securities  for 
themselves,  it  is  such  a fine  science  that  few  men  ever  really 
become  proficient. 

The  bond  buyer  must  know  the  kind  of  business  the  corporation 


is  engaged  in,  to  buy  intelligently.  Fis  ability  to  judge  present 
strength  and  future  prospects  will  rest  largely  upon  his  knowledge 
of  the  economics  of  that  particular  business.  For  instance,  telephone 
bonds.  The  point  of  physical  efficiency  and  local  prospective  earn- 
ings is  one  easily  determined,  but  the  broader  outlook  may  perhaps 
be  one  which  requires  more  scrutiny.  Future  concentration  of  the 
business  may  be  a factor  which  might  eventually  crush  the  local 


stronghold  to  small  proportions.  It  is  precisely  so  in  the  telephone 

industry.  A huge  long  distance  company  may  invade  the  field  and  throi 

gh 

theirforces  and  strength  may  be  able  to  buy  out  the  local  plant  at 
their  own  figures,  or  they  might  reduce  the  value  of  the  local 
business  by  competition.  Fence  a local  situation  which  rig, hi  seem 
to  be  perfectly  secure  must  be  considered  with  respect  to  the  future 


YT 


BUYING  GORPORATIOII  BOIIRS 
development  of  the  business. 

The  progressive  bond  houses  have  advanced  their  statistical 
studies  to  ci  fineness,  where  for  example,  they  know  the  per-eapita 
relation  between  the  debt  of  a company  and  the  size  of  the  community. 
These  facilities  are  invaluable  to  the  bond  house  but  do  not  begin  to 
eliminate  the  risk  element  in  any  purchase.  After  the  facts  brought 
out  by  the  engineer,  the  accountant  and  the  statistician  have  been 

condensed  and  weighed  both  individually  and  relatively,  it  still  remai 

ns 

for  some  export  to  pass  upon  the  figures  presented  and  decide  for 
or  against  the  issue. 

If  the  ten  07*  twelve  men  above  referred  to  as  composing  the 
entire  number  of  competent  buyers  in  the  United  States  have  worked 
out  statistical  computations  for  themselves,  they  are  very  secretive 
about  it,  and  the  dependence  they  put  upon  that  means  of  determination 
is  not  publicly  known. 

A gas  company  presents  another  type  of  problem  with  a host 


of  factors  which,  while  not  affecting  the  ’'mmediate  condition  of  the 
industry,  may  ultimately  displace  the  investment  in  plant.  They 
are;  namely,  possibilities  oh  discovery  of  natural  gas  which  may  be 
piped  for  long  distances,  possibilities  ofelectrieal  progress  dis- 
placing gas  for  hea^  as  well  as  for  illuminating,  dangers  of  rate 
reduction,  etc.  The  banker  would  desire  to  know  if  growth  in  per 
capita  use  was  compensating  the  company  for  any  rate  reductions. 

Mr.  Babson  says,"  A good  buyer  must  have  to  a certain 

extent  that  sixth  sense  which  enables  one  to  forecast  future  conditions”.. 

II. W. Halsey  & Go.  has  a very  thorough  and  exhaustive  method  of 

investigating  securities,  and  the  same  is  reproduced  in  the  appendix 

herewith.  It  is  taken  from  their  publication  entitled,  " Tie  Most 
Satisfactory  Bonds” . 
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CONCLUSION 


I 


The  principles  involved  in  purchasing  bond  issues  may  be 
summed  up  as  follows: 

First,  the  principal  must  be  secure,  which  means  that  the 
issuing  corporation  must  possess  property  in  excess  of  its  obliga- 
tion, and  that  it  must  be  able  to  repay  the  loan  at  maturity. 

Second,  the  corporation  must  be  able  to  meet  its  interest 
payments  as  they  fall  due,  which  means  that  the  corporation  must 
be  earning  from  two  to  three  times  the  amount  of  its  fixed  charges. 

Third,  the  issue  must  be  marketable  and  convertible,  which 
means  that  the  corporation  must  be  well  and  popularly  known. 

To  enjoy  popular it.y  the  corporation  must  be  known  to  be  carrying 
on  its  business  conservatively,  so  that  it,  is  paving  the  way  to 
future  safety. 

Fourth,  the  officials  must  bear  good  reputations  for  ability 
as  well  as  for  character;  for  in  order  to  keep  pace  with  other 
institutions  they  must  be  known  to  be  taking  advantage  of  every 
real  economy,  labor  saving  device,  and  invention. 

Fifth,  its  accounts  must  be  known  to  be  up  to  date,  and  so 
kept  that  the  bond  buyer  may  satisfy  himself  that  they  represent 
the  true  financial  condition  of  the  company. 

Sixth,  the  bond  must  be  so  constructed  that  it  will  sell 
readily  now  and  also  maintain  its  price  in  the  future. 

The  problem  Df  the  bond  purchaser  resolves  itself  into 
almost  definite  form.  On  one  hand  he  has  the  selling  price, 
which  is  reducible  to  a certainty  by  comparison  with  similar 
issues  in  the  active  market;  on  the  other  hand  he  has  the  variable 


* 
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factors  of  corporation  strength,  and  he  must  determine  by  precedent 
of  comparison  and  relation  whether  he  is  justified  in  pronouncing 
that  corporation  sufficiently  worthy  of  the  credit  of  his  bond  house. 
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Professor  Charles  3.  Sprague  s methods  of  valuing  bonds  is 
presented  below  as  an  item  of  interest.  The  methods  are  useful  to 

the  investor  who  is  computing  comparative  returns  from  a number  of 
different  bonds,  because  he  faces  a definite,  tangible  proposition. 
He  is  offered  a bond  at  a certain  price  and  with  a definite  rate  of 
interest.  By  the  use  of  the  tables  he  may  determine  whether  his  net 


i nt orer 


n-t-  v 


eturn  is  as  grea 


it  should  be,  compared  with  market 


interest,  or  compared  with  other  bonds  that  are  offered  to  him.  The 
bond  buyer,  however,  is  judging  of  the  security  behind  the  bonds  as 

lis  paramount  problem,  and  the  tables  are  only  useful  to  him  in  com- 
puting a competitive  selling  price  or  something  of  similar  nature. 

His  work  beings  where  the  individual's  work  stops.  The  banker 
finds,  for  example,  that  a 5,1  public  utility  bond  al  97  will  yiolcl 
market  interest  and  satisfy  the  investor,  it  is  his  problem  to  begin 
with  97  and  deduct  his  profit  and  thon  determine  whether  the  borrow- 
ing corporation  has  ample  security  for  the  mount  of  bonds  that  they 
desire  to  issue. 


Professor  Sprague  says.  Bonds  very  frequently  are  bought  at 

a different  prico  from  par.  nhis  has  its  effect  on  the  income 

derived  from  the  investment.  The  amount  invest'd  being  greater,  the 

percentage  of  fixed  income  is  loss;  besides  this,  the  excess  or  premi 
will  not  be  repaid  at  maturity,  but  will  be  sacrificed;  hence,  a 
bond  purchased  above  par  earns  less  than  the  contractual  interest. 

Similarly^,  if  the  purchase  is  below  par  the  percentage  of 
fixed  income  is  greater;  besides,  at  maturity  the  owner  will  receive 
sot  only  all  that  he  invested,  but  also  the  di  s count  bri  s/r-i n*?  t uti 
to  par,  ence  a bond  purchased  below  par  earns  more  than  the  con- 
tractual interest. 

o 

There  are  thus  two  rates  of  interest  relatively  to  par  and 
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the  price;  a nominal  rate,  which  is  so  many  hundredths  of  par;  and 
an  effective  rate,  which  is  so  many  hundredths  of  the  amount  investee 
and  remaining  invested.  The  words,  nominal  and  effective,  are  as 
correctly  applied  in  this  case  as  in  relation  to  frequency  of  conver- 
sion; but  for  the  sake  of  distinction  we  shall  prefer  to  call  them 
the  cash  rate  and  the  income  rate,  and  designate  them,  when  desir- 
able, by  the  symbols  c and  i respectively,  1 plus  i is  the  ratio 
of  increase  as  heretofore.  1 plus  c is  not  required,  as  c is  not 
an  accumulative  rate,  but  merely  an  annuity  purchased  ’with  the  bond. 

The  difference  of  rates  is  c-i  or  i-c. 

The  following  are  some  of  the  expressions  used  to  denote  an 
investment  above  or  below  par:  "6 )o  &ond  to  net  5,j  " "6  l bond  on 
5/o  basis”  ,T6 % bond  yielding  5'fo"  ”6;o  bond  pays  5/ou. 

In  a bond  purchased  above  or  below  par,  we  have,  therefore, 
the  following  elements:  the  par  principal  payable  after  n periods; 

an  annuity  of  c per  cent,  of  par  for  n periods;  and  a ratio  of 
increase,  1 plus  i.  Given  these,  there  are  two  distinct  methods 
for  finding  the  value  of  the  entire  security,  and  these  must  give 
the  same  result. 

First  Method.  ''Separate  Pv^lujtion  of  Principal  and  Annuity. 

Let  us  suppose  a 7%  bond,  interest  semi-annually,  25  years  to  run 

(50  periods),  for  SU,000.  The  present  value  is  composed  of  two 

parts:  (1)  the  present  worth  of  -yl , 000  in  a single  payment, 

50  periods  hence;  ( 2 ) an  annuity  of  ^35  for  50  terms.  ”.'e  can  only 

value  these  when  we  know  what  is  the  income-rate  current  upon  se- 
curities of  this  grade.  Let  us  assume  3 ‘/a  as  the  income-rate  per 

period,  or  what  is  usually  called  a &'/o  basis.  The  ratio  of  increase 
is  1.03. 
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The  first  part  of  the  solution  is  to  find  the  present  worth 
of  $1,000  at  Sfo  in  50  periods.  The  present  worth  of  $1  on  the  same 
■ conditions  which  is  .2281071;  hence,  the  value  of  the  $1,000  is 
$228.1071.  It  will  he  noticed  that  this  result  has  not  the  slight- 

! 

est  reference  to  the  7 $ rate  of  the  bond.  As  a matter  of  compound 
interest,  the  7$  does  not  exist. 

Ife  next  have  to  value  an  annuity  of  50  terms  at  $35.  The  value 
of  a similar  annuity  of  $1.  is  worth  $25.72976.  If  each  term  be 
$35,  the  value  will  be  $900.5417.  Adding  this  to  the  value  of  the 
$1000,  we  have  the  value  of  the  bond,  228.1071  plus  900.5417, 
equals  $1128.6488.  The  ordinary  tables,  which  have  values  of  a 
$100  bond  only,  read  112.86,  which  is  the  same,  rounded  off.  The 
| above  computation  gives  a result  which  is  correct  to  the  nearest 
cent  on  $100,000,  viz.,  $112,864.88. 

Second.  Method.  "Division  of  Income  and  Evaluation  of  Premium 
and  Discount.  Each  semi-annual  payment  of  $35  may  be  divided  into 
two  parts:  $30  and  $5.  The  $30  is  the  3 fo  income  on  the  $1,000; 

we  may  disregard  this  and  consider  only  the  $5,  which  is  surnlus 
interest,  and,  in  fact,  is  an  annuity  which  must  be  paid  for  in  a 
premium.  Having  d.evoted  $30  to  the  payment  of  our  expected  income- 
rate  on  par,  we  have  $5,  the  difference  of  rates  per  period,  as  a 
benefit  to  be  valued. 

'f7/e  have  found  the  present  value  of  an  annuity  of  $1.00  to  be 
25.72976.  Multiplying  this  by  5 to  get  the  present  worth  of  a $5 
annuity,  e have  9128 . 6488 , which  is  the  premium,  agreeing  with 
the  result  of  the  previous  method.  The  second  method  is  not  only 
quicker,  but  it  often  gives  one  more  place  of  decimals. 
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In  the  case  of  a bond  sold  below  par,  the  cash-rate  being  less 
than  the  income  rate,  the  same  procedure  is  followed  for  finding 
the  present  v/orth  of  $5,  but  the  result,  $128.6488,  is  subtracted 
from  the  par,  giving  $871.3512,  as  the  value  of  a 5„j  bond  earning 
6 % per  annum. 


As  this  second  method  is  superior  to  the  first,  we  will  adopt 
it  as  the  standard. 

Rule.  ’'The  premium  or  discount  on  a bond  for  $1.00  bought  above 
or  below  par,  is  the  present  worth  of  an  annuity  of  the  difference 
of  rates." 


But  he  actually  collects  $35,  and  after  using  $33.86  as  revenue, 
he  must  apply  the  remainder,  $1.14,  to  the  amorisation  of  the  pre- 
mium. This  will  leave  the  value  of  the  bond  at  the  same  income- 
rate,  $1127.51.  If  our  operations  have  been  correct,  the  value 


$1127.51.  To  test  this,  and  to  exemplify  the  method,  7/e  7/ill  go 


Hence,  .23490502  is  the  present  value  of  $1.00  at  5%  per  period  for 
49  periods.  Subtracting  the  .2349502  from  1,  7/e  have, . 7650498 , 
which  is  the  present  value  of  an  annuity  of  .03  for  49  periods. 
Dividing  by  .03  7/e  have  the  present  value  of  an  annuity  of  $1.00 
per  period,  viz.,  25.50166.  But  the  surplus  interest  is  $5;  hence, 
7/e  must  multiply  25.50166  by  5,  giving  $127.51,  as  the  premium,  at 


We  have  found  the  value  of  a 7 'Jo  bond  for  $1000  paying  6 Jo 
( semi-annaul ) 25  years  to  run,  to  be  $1128.65,  which  is  $33.86. 


of  a 7 bond  to  net  6%t  24§-  years  or  49  periods  to  run,  7/111  be 


through  the  entire  operation: 


The  logarithm  of  1.03  is 
This  times  49  equals 
This  subtracted  from  0 equals 
We  find  the  log.  of  .23495  is 
Remainder 

Which  gives  the  figures  02. 


.01283722 

.6290238 

1.3709762 

1.3709754 
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Schedule  of  Amortisation  (A). 

5/j  "bond  of  the  , payable  May,  1,  1909.  MIT. 


Date  Total  Interest  Net  Income  Amortisation  Book  Value  Par 

r-  if  „ -7 


1904  May  1 

Cost 

104,491.29  100,000 

ATov  1 

2,500 

2,089.83 

410.17 

104,081.12 

1905  May  1 

2.500 

2,081.62 

418.38 

103,662.74 

ITov.l 

2,500 

2,073.26 

426.74 

103,236. 

1906  May  1 

2,500 

2,064.72 

435.28 

102.800.72 

ITov.l 

2,500 

2,056.01 

443.99 

102.356.73 

1907  May  1 

2,500 

2,047,13 

452.87 

101.903,86 

ITov.l 

2,500 

2,039.08 

461.92 

101,441.94 

1908  May  1 

2,500 

2,028.84 

471.16 

100,970.78 

ITov.l 

2,500 

2,019.42 

480.58 

100.490.20 

1909  May  1 

2,500 

2,009.80 

490.20 

100.000,00 

25,000 

20,508.71 

4,491.29 

_ 

Schedule  of  Accumulation  (B). 


, payable  May  1,  1909. 


3/j  Bond  of  the 

Date  Total  Interest  3 to  LTet  Income  4 /a  Accumulation  Book  Value 


1904 

May  1 

ITov.  1 

1,500 

1905 

May  1 

1,500 

ITov.l 

1,500 

1906 

May  1 

1,500 

ITov.l 

1,500 

1907 

May  1 

i;5oo 

ITov.l 

1,500 

1908 

May  1 

1,500 

ITov.l 

1,500 

1909 

May  1 

1,500 
15 , 000 

1,910.17 
1,918.38 
1,926.74 
1 , 935 . 28 
1,943.99 
1,952.87 
1,961.92 
1,971.16 
1,980.58 
1.990.20 
19,491.29 


Cost 

410,17 

418.38 

426.74 

435.28 

443.99 

452.87 

461.92 

471.16 

480.58 

490.20 

4,491.29 


95 ,508.71 
95,918.88 

96.337.26 
96,764.00 
97,199.28 

97.643.27 
98,906.24 
98 , 558 . 06 
99,029.22 
99,509.80 

100,000.00 


It  vail  be  observed  in  these  two  schedules,  A and  B,  that  the  one 
is  exactly  as  much  above  par  as  the  other  is  below  it,  and  that  the 
accumulation  and  amortisation  are  exactly  the  same  in  both,  being 
added  in  one  case  and  subtracted  in  the  other.  In  one  line  the  net 

income  is  apparently  in  error  1 cent,  but  this  is  on  account  of  the 
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; roundings  of  the  fractions  of  a cent,  and  v/ould  disappear  if  the 
operation  were  carried  to  one  place  further. 

The  figures  in  the  column  ’’Book  Value”  might  be  taken  from 
the  tables  of  bond  values,  published  in  book  form.  The  column  of 
amortisation  would , in  this  case,  be  derived  from  the  Book  Values, 
and  the  Net  Income  from  the  Amortisation.  The  schedule  would  then 
be  roughly  accurate,  unless  the  table  used  were  carried  to  a greater 
number  of  places  than  is  usually  done.  Sprague’s  Bond  Tables  will 
give  eight  places  instead  of  four,  and  from  them  schedules  (A)  and 
(b)  the  entire  interest  is  accounted  for,  both  the  interest  on  the 
par  and  that  on  the  premium.  He  may  easily  construct  the  schedule 
so  as  to  eliminate  the  par  and  its  interest  at  the  rate  of  1-i , 
and  deal  only  with  the  surplus  interest  or  the  deficient  interest, 
according  to  the  theory  stated  above.  As  this  may  be  preferable 
for  some  forms  of  accounts,  we  again  work  out  the  schedule  for 
”5$  bond  net  4$,  5 years,  semi-annual  .,r 


Date  Surplus  Interest  l/o  Interest  on  Amortisation  Premium 
. Premium  4/j 


1904 

May  1 

4,491.29 

Nov.l 

500 

89.23 

410.17 

4,081.12 

1905 

May  1 

500 

81.62 

418.38 

3,662.74 

Nov.  1 

500 

73.26 

426.74 

3,236.00 

1906 

Hay  1 

500 

64.72 

435.38 

2,800.72 

1907 

Nov . 1 

500 

56.01 

445.99 

2,356.73 

May  1 

500 

47.13 

.452.87 

1,903.86 

1908 

Nov.l 

500 

38.08 

461.92 

1,441.94 

May  1 

500 

28.84 

471.16 

970.78 

1909 

Nov.l 

500 

19.42 

480.58 

490.20 

May  1 

500 

9.80 

490.20 

0.00 

e have  hitherto  assumed  that  the  purchase  of  the  bond  took 
place  exactly  upon  an  interest  date.  We  must  now  consider  the  case 
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v/hen  the  initial  date  differs  from  the  interest  date.  Let  us  sup- 
pose the  purchase  to  take  place  on  July  1,  v:hen  one- third  of  the 
period  has  elapsed.  The  "business  custom  is  to  adjust  the  matter 
as  follows:  The  buyer  pays  to  the  seller  the  (simple)  interest 


! accrued  for  the  two  months,  acquiring  thereby  the  full  interest 


rights,  which  will  fall  due  on  November  1,  and  the  premium  is  also 
considered  as  vanishing  by  an  equal  portion  each  day,  so  that  one- 
third  of  the  half-yearly  amortisation  takes  place  by  July  1.  The 
amortisation  from  Kay  1 to  November  1 being  $41©. 17,  that  from  hay  1 
to  July  1 must  be  $136.72  and  the  book  value  on  July  1 is  0104,354.5 ri  , 
which  accrued  interest,  0833.55-  in  all  0105,187.90.  This  last 
number  is  the  flat  price,  that  is  to  say,  it  is  inclusive  of 
interest.  It  might  have  been  obtained  in  the  following  manner: 

To  the  value  on  May  1 0104,491.29 

Add  simple  interest, 

2 mos  . , 4$  696 . 61 

Giving  the  flat  price  0105,187.90 

In  buying  bonds,  there  is  usually  a stipulation  that  the  price 
should  be  so  many  per  cent,  "and  interest,”  otherwise  the  price 
named  is  understood  to  be  "flat”. 

This  practice  of  adjusting  the  price  at  intermediate  dates  by 
simple  interest  is  conventionally  correct,  but  is  scientifically 
inaccurate,  and  always  works  a slight  injustice  to  the  buyer. 

The  seller  is  having  his  interest  compounded  at  the  end  of  two 
months  instead  of  six  months,  and  receives  a benefit  therefrom, 
at  the  expense  of  the  buyer.  It  vail  readily  be  seen  that  the  buyer 
does  not  net  the  effective  rate  of  4$  semi-annually  on  his  invest- 
ment of  $105 ,187 , 90 . The  true  price  would  be  $105,183.31,  giving 
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data  regarding  the  company.  This  is  subjected  to  a careful  office 
analysis  by  the  firm’s  experts.  If  the  investigation  discloses 
any  material  weakness  in  the  proposed  security  the  matter  is  not 
pursued  further.  If  the  office  analysis  is  favorable,  however,  the 
more  formal  examination  is  undertaken. 

Attention  is  then  directed  to  the  community  served.  Only 
communities  of  substantial  size  are  considered,  which  while  giving 
evidence  of  stability,  at  the  same  time  indicate  a spirit  of  pro- 
gress and  development.  Just  as  character  is  important  in  the  indi- 
vidual, so  it  is  in  the  community,  and  through  long  experience 
the  investment  broker  gains  the  ability  to  differentiate  between  the 
substantial  and  the  unsubstantial;  between  the  progressive  and  the 
unprogressive  in  communities. 

Engineer’s  Examination. 

Perhaps  the  most  important  part  of  the  investigation  of  a 
corporation  issue  is  the  examination  made  by  the  engineer.  The 
banker  uses  particular  care  in  the  selection  of  the  engineer.  Only 
an  expert,  qualified  by  long  familiarity  with  corporations  similar 
to  the  one  under  investigation,  who  has  demonstrated  by  prior  un- 
dertakings that  he  is  a man  of  ability  and  thoroughness,  is  ac- 
cepted. Usually  he  is  a representative  of  a well  known  engineering 
firm  whoso  experts  carry  weight  because  they  are  known  to  be  depend- 
able* 


The  engineer’s  investigation  is  most  exhaustive.  Every  fact 
which  may  have  a bearing  upon  the  future  success  of  the  company, 
and  thus  on  the  security  of  its  bonds,  is  subjected  to  examination. 

The  condition  of  the  property  is  carefully  noted.  If  the  plant 
has  not  been  well  maintained  or  if  its  equipment  is  obsolete  or 
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in  poor  operating  efficiency,  the  report  will  so  indicate  and  as 
a result  the  hanker  will  probably  refuse  to  handle  the  issue. 

The  character  and  ability  of  the  company  s management  is 
given  careful  consideration.  In  this  connection  the  attitude  of 
the  public  - the  customers  of  the  corporation  - is  determined  and 
is  given  due  weight. 

If  the  rates  charged  by  the  corporation  to  its  customers  are 
too  high  in  comparison  with  those  charged  by  other  corporations 
operating  under  similar  conditions,  the  bonded  deot  is  limited 
to  an  amount  upon  which  the  fixed  charges  will  be  safely  earned 
even  though  rates  be  materially  lowered. 

The  company's  relations  with  its  employees  are  likewise  con- 
sidered. If  the  company  is  paying  lower  wages  than  corporations 
similarly  situated , note  is  made  of  the  fact  and  the  banners  will 
not  accept  the  issue  unless  the  earnings,  even  in  the  event  of  a 
rise  in  operating  expenses  due  to  higher  cost  of  labor,  will  show 

a safe  margin  above  interest  charges. 

The  engineer  makes  a careful  app  raisal  of  the  actual  phys- 
ical value  of  the  corporation’s  property.  One  of  the  basic  factors 
in  determining  the  safety  of  corporation  bonds  is  the  replacement 
value  of  the  property  by  a mortgage  on  which  the  bonds  are  secured. 
The  appraisal  ,which  is  made  with  the  minutest  care  , and  which  re- 
quires ability  of  a high  order,  eliminates  the  consideration  o_l. 
franchises  and  good  will,  although  these  may  oe  of  great  value. 

The  banker  will  not  accept  the  bond  issue  if  it  does  not  bear  a 
proper  relation  to  the  physical  property  upon  which  it  Is  secured, 
nor  uplo3S  the  interest  will  be  surely  earned  under  any  regulation 
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of  rates  the  enforcement  of  which  will  "be  allowed  by  the  courts. 

The  engineer  delves  into  every  phase  of  the  business  of  the 
company.  He  particularly  concerns  himself  with  its  stability,  its 
permanency  and  its  chances  of  growth.  This  part  of  the  investigation 
includes  an  examination  of  the  character  of  the  community  served. 

The  engineer  gives  his  own  impressions  of  the  territory  in  which 
the  company  operates  and  thus  supplements  the  banker’s  personal 
knowledge  and  judgement  regarding  the  future  development  of  the 
community  where  the  corporation  is  located. 

The  Audit. 

Only  secondary  in  importance  to  the  engineer's  examination  is 
an  audit  of  the  books  of  the  corporation  by  the  accountant.  Only 
an  expert  who  is  familiar  with  corporation  accounting  is  qualified 
for  this  undertaking.  A man  who  can  merely  add  and  subtract  figures 
will  not  do.  The  banker  selects  an  expert  who  can  use  his  head  as 
well  as  his  pencil. 

The  auditor  takes  up  his  investigation  somewhat  in  the  frame 
of  mind  of  a detective.  He  is  on  the  lookout  for  something  covered 
up.  Oftentimes  he  will  find  an  amound  charget  to  cost  of  construct- 
ion which  ought  to  be  charged  to  cost  of  operation,  thus  making 
the  net  earnings  of  the  corporation  appear  larger  than  they  really 
are. 

The  accounts  are  not  only  verified,  but  they  are  analyzed.  If, 
for  example,  the  corporation  operates  a street  railway,  the  gross 
earnings  per  car  mile,  per  car  hour,  per  mile  of  track,  etc.  are 
calculated.  The  various  items  that  make  up  the  operating  expenses 
are  subdivided  in  the  same  way.  If  any  of  the  items  such  as  cost 
of  maintenance,  cost  of  power,  or  the  like,  are  abnormally  high 
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or  abnormally  low,  or  unusual  in  any  respect,  the  peculity  is 
given  especial  attention.  A careful  analysis  throws  a good  deal 
of  light  upon  the  operating  efficiency  of  the  management.  The 
! audit  and  the  analysis  are,  of  course,  of  great  assistance  to  the 
engineer. 

Equity. 

One  of  the  prime  factors  given  consideration  by  the  bankers 
1 in  reaching  a conclusion  as  to  the  safety  of  a corporation  is  the 
equity  in  the  property  above  the  bonded  debt.  The  equity  is  the 
amount  by  which  the  value  of  the  property  exceeds  the  amount  of 
! the  bonded  indebtedness.  It  is  known  as  "The  Margin  of  Safety". 

The  corporation  bondholder  is  a secured  creditor.  The 
owners  of  the  corporation  pledge  their  entire  property  as  security 
for  a loan  limited  to  an  amount  which  oquals  only  a p*rt  of  the 
value  of  the  property  pledged.  The  banker  takes  particular  care  to 
assure  himself  that  the  bond  issue  bears  a proper  relation  to  the 
value  of  the  property  by  which  it  is  secured;  in  other  words,  to  a 
assure  himself  that  there  is  a sufficient  equity  behind  the  bonds. 

In  determining  the  amount  of  security  back  of  a corporation 
bond  issue  a number  of  factors  are  given  consideration.  Among  others 
may  be  mentioned: 

(1)  The  cost  of  the  property; 

b(2)  The  replacement  value  of  the  physical  property; 

(3)  The  aggregate  market  value  of  the  corporation’s  securities 

(4)  The  character  of  its  business. 

Cost  of  the  Property. ' 

The  cost  of  the  property  may  refer  to  the  cost  of  its  con- 
struction, or,  if  the  corporation  has  recently  changed  hands,  refer- 
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©nee  may  be  made  to  the  cost  of  acquisition  by  the  new  owners.  In 
neither  case  is  the  cost  taken  by  the  banker  as  an  index  of  the  ex- 
; act  value  of  the  property.  The  cost  of  construction  may,  on  account 
of  extravagance  or  poor  engineering,  have  been  unnecessarily  high. 

| The  cost  of  acquisition  may  have  been  at  an  unwarranted  price.  But, 
if  in  the  latter  case,  the  new  owners  are  shrewd  and  practical  oper- 
ators, the  fact  that  they  paid  a high  price  has  a certain  signif- 
icance. It  indicates  that  they  believe  the  property  has  a bright 
future  and  that  they  we re  willing  to  venture  a relatively  large  sum 
that  their  expectations  would  be  realized.  In  such  a case  the  bond 
issue  bears  a low  ratio  to  the  cost  of  the  property,  thatis,  to  the 
purchase  price. 

Sometimes  the  cost  of  construction,  although  the  work  may 
have  been  well  and  economically  done,  is  much  larger  than  the  amount 
for  which  the  corporation  may  be  safely  bonded.  An  interurbnn  road  maj 
have  been  built  through  a rather  sparsely  settled  territory;  its 
earnings  may  not  be  sufficient  to  yield  more  than  a moderate  return 
on  its  costj  yet  the  country  may  be  developing  and  the  prospects  of 
the  road  very  favorable.  In  such  an  instance  the  banker  would  prob- 
ably  limit  the  bond  issue  to  one-half  or  two-thirds  of  the  cost  of 
the  property  and  in  that  event  the  bonds  would  be  perfectly  safe. 

The  large  equity  in  the  property  above  the  bonded  debt  in  such  a 
case  offers  in  a sense  a special  protection  to  the  bondholder.  The 
owners  have  pledged  property  having  a comparatively  large  cost 
value  as  security  for  a relatively  small  loan.  They  will  bend  every 
I effort  to  develop  their  property  successfully  in  order  to  avoid 
the  possibility  of  any  default  ^hich  might  result  in  their  losing 
all  they  had  spent  on  the  property  through  a foreclosure  sale  to 
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protect  the  bondholders. 

Replacement  Value. 

The  replacement  value  Is  only  a part  of  the  entire  valuation 
of  a corporat ion  * s property.  THE  situation,  the  business  of  the 
company,  the  franchises,  etc.,  have  a very  substantial,  although 
perhaps  intangible  value;  but  the  bond  issue  is  usually  restricted 
to  an  amount  within  the  replacement  value;  this  is,  within  the 
amount  which  it  would  cost  to  duplicate  the  physical  property 
of  the  company.  THE  replacement  value  may,  of  course,  be  nuch 
too  large  to  form  a safe  basis  for  the  bonded  debt.  ,n  electric 
company  may  have  an  hydro-electric  development  which  has  a high 
replacement  value.  If,  however , the  water  supply  is  i constant 
or  deficient,  the  real  value  may  be  much  less  than  the  amount 
spent  on  its  development  and  installation.  On  the  other  hand, 

I a well  located  and  well  developed  water  power  having  a sure  and 
| steady  supply  of  water  may  have  a real  value  much  in  excess  of  the 

i 

amount  it  would  cost  to  duplicate  its  construction.  So,  the  banker, 
while  taking  the  replacement  value  into  consideration,  does  not 
1 rely  upon  it  alone  in  reaching  a conclusion  as  to  the  amount  to 
which  the  bonded  debt  should  be  limited. 

Marke t Value  of  the  Corporation' s Securities. 

Where  all  the  securities  of  the  company  havean  active  market 
it  ids  possible,  by  taking  the  aggregate  values  of  the  outstanding 
stocks  and  bonds,  to  obtain  tie  combined  judgment  of  a great  any 
people  as  the  value  of  the  corporation's  property  and  business, 
in  such  an  instance  the  equity  is  measured  by  the  market  value  of 
the  securities  junior  or  subordinate  to  the  bo  ds.  The  banker, 
however,  does  not  accent  tne  market's  judgment  of  the  value  of  this 
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equity.  Thiie  giving  ii.c  nutter  due  weight,  lie  conducts  an  independ- 
ent examination  in  order  to  determine  the  equity  from  other  points 

of  view. 

In  considering  the  adequacy  of  the  equity  behind  .the  bonds  the 
banker  looks  carefully  into  the  character  of  the  corporation’s 
business.  The  conservative  banker  handled  only  the  securities  of 
those  corporations  only  which  are  firmly  entrenched  in  a progressive 
community,  and  which  have  a growing  business.  The  corporation  must 
not  only  have  able  management  but  it  must  have  back  of  it  men  of 
character  and  means  who  will  be  able  to  protect  the  company  if  it 
suffers  temporarily  from  labor  or  other  difficulties.  The  banker 

satisfies  himself  not  only  that  the  equity  back  of  the  bonds  is 

' 

adequate  at  the  time  of  their  issuance,  but  that  there  is  every 
reason  to  believe  that  the  equity  will  increase  with  the  natural 
development  of  the  company  in  the  succeeding  years. 

Expert  Legal  Assistance. 

In  connection  with  the  issuance  of  corporation  bonds,  there  is 
a large  amount  of  legal  work  to  be  done  and  the  banker  calls  to  his 
assistance  expert  counsel  of  the  highest  rank.  He  employs  specialists 
in  corporation  law  who  stand  at  the  head  of  their  profession. 

The  lawyers  first  examine  the  franchises  in  order  to  assure 
themselves  that  they  are  valid  and  sufficiently  plenary.  If  the 
franchises  are  legally  satisfactory  they  are  referred  to  the  engineer 
who  determines  whether  or  not  they  re  free  from  burdensome  restrict- 
ions which  might  hamper  the  development  of  the  company. 

The  lawyers  principal  work  is  in  connection  with  the  preparation  j 
and  authorization  of  the  mortgage  by  which  the  bonds  are  to  be 
secured.  Corporation  mortgages  are  usually  rather  lengthy  and  to 
the  lay  ttl'  id  rather  forbidding  documents,  but  the  length  — ^ 
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of  the  instrument  is’  "due  in  a large  measure  to  the  insertion  of 
Innumerable  provisions  for  the  protection  of  the  bondholder.  The 
sounsel  for  the  banker  not  only  draws  the  instrument  but  superintends 
the  formalities  which  attend  the  authorization  by- the  stockholders 
and  directors  of  the  corporation  in  order  that  there  may  be  no 
question  as  to  the  legal  and  binding  force  of  the  bonds  when  they 
reach  the  investors'  hands. 

Escrow  provisions 

In  the  so-called  escrow  provisions  of  the  tnust  deed  are  set 
forth  the  conditions  under  which  the  additional  bonds  may  be  issued, 
in  the  first  place,  it  is  almost  invariably  provided  that  the  expend- 
ituBe  for  new  property  or  for  extensions  shall  be  conside  rably 
in  excess  of  the  face  value  of  the  bonds  which  may  be  issued  on 
account  of  such  expenditure.  'or  example,  if  a gas  company  spends 
$ 100,000  for  rew  mains  a standard  mortgage  would  provide  that  it 
may  increase  its  bond  issue  by  but  $ 85,000.  In  this  way  the  equity 
above  the  bonded  debt  will  be  maintained.  In  many  mortgages  the 
issuance  of  additional  bonds  is  prohibited  unless  the  earnings  of  the 
company  bear  a specified  ratio  to  its  fixed  charges.  The  usual 
provision  is  to  the  effect  that  no  additional  bonds  shall  be  certified 
by  the  Trustee  unless  the  net  earnings  of  the  compnay  for  the  period 
of  a year  preceding  the  date  on  which  the  request  for  the  certificatio 
of  the  bonds  is  made  shall  have  been  at  least  once  and  h half  or 
twice  the  interest  charges  on  all  bonds  outstanding  including  those 
proposed  to  be  issued. 

Such  a provision  precludes  the  possibility  of  a too  rapid  increase 

f 

in  the  bonded  debt  of  the  company  but  it  does  more  than  that.  It 
prevents  the  company  from  issuing  more  bonds  than  an  amount  on 
which  it  can  safely  pay  the  interest  charges.  Assume  , for  example , 
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that  an  electric  lighting  company  wishes  to  install  an  additional 

generating  unit  at  the  cost  of  100,000.  It  may  not  issue  bonds 

even  to  85  m of  the  cost  of  the  generator  unless  the  net  earnings 

for  the  year  previous  have  shown  a substantial  margin  above  the  amount 

necessary  to  pay  its  bond  interest,  including  in  that  amount  a sum 

equal  to  the  interest  on  the  $ 85,000  of  bonds  which  it  desires  to 

issue  on  account  of  the  new  unit.  If  the  company  is  able  to  comply 

with  the  provision  and  the  bonds  are  issued  the  margin  of  earnings 

above  interest  c marges  will,  in  all  probability,  materially  increase 

— - — in  the  succeeding  year  when  the  benefits  are  derived  from  the  new 

generator.  As  a conse  tuence  the  bond  issue  will  be  by  so  much  the 

better  secured. 

T he  mortgage  sets  forth  in  great  detail  the  certificates 
which  the  company  must  furnish  the  Trustee  before  it  can  issue  addit- 
ional bonds.  T he  company  lust  set  forth  the  particulars  of  the 
improvements  on  account  of  which  the  certification  of  the  bonds  is 
requested^  the  itemized  cost  must  be  given  and  the  engineer  of  the 
company  must  make  affidavit  that  the  cost  is  not  above  the  fair  value. 
A resolution  of  the  Board  of  Directors  of  the  comp  ny  must  be  passed 
authorizing  the  expenditure  and  authorizing  the  issuance  of  the  bonds, 
An  increase  of  the  bonded  debt  cannot  occur  by  reason  of  the  hasty 
or  ill-advised  action  of  one  or  more  of  the  officers  of  the  company 
and  over-capitalization  as  a result  of  the  issuance  of  too  many  bonds 
under  the  mortgage  is  virtually  impossible. 


OF 
• Y 


ON  THE  FIRST  DAY  OF 

MAY  1931 

State  of  Washington  | 


/promises TO  PAY  TO  8EARER  TWENTY-TWO  AND  50-100  8 
1 DOLLARS  $22.50).  at  the  FISCAL  AGEoBfeoF  the! 
State  of  Washington  in  the  City  of  New  State! 

of  new  York  for  interest  due  that  day  onW School! 
Bond  Series  h No.  . . coupon  no  [ 


ATTEST 


C.G. 


40 


PRESIDENT 


ON  THE  FIRST  DAY  OF 

MAY  1927 


f IN  THE  COUNTY  OF  SPOKANE  AND  STATE  OF  WASHINGTON  1 
PROMISESTO  PAY  TO  BEARER  TWENTY-TWO  AND50-100| 
DOL1AMC  ($22.50).  at  the  Fiscal  Agency  of  the^ 
State  ^■(ashington  in  the  City  of  New  York  State| 
of  Newark  for  interest  due  that  day  on  its  School! 
bond  Series  h.  No.  coupon  no  | 

Attest  _ „ r//i — 'v/ zi • I 


ON  THE  FIRST  DAY  OF 

MAY  1923 

in  the  County  of  Spokane  and  State  of  Washington 
" promises  to  paytobearerTWENTY-TWO  AND  50-1 00 ! 
DOLLARS  '$22.50),  at  the  Fiscal  Agei^l  of  the' 
State  of  Washington  in  the  City  of  New  State! 
of  new  York  for  interest  due  that  day  on^^Schooli 
Bond  Series  h No.  coupon  no  f 

ATTEST  ‘ ’ 24 

SECRETARY  ’ 


j in  the  County  of  Spokane  and  State  of  Washington  k 
PROMISESTO  PAY  TO  BEARER  TWENTY-TWO  AND  50-100! 


' ’ • ' I v_  1 I r\^>  I UAA  T yr 

MAY  1919 


$22.50).  at  the  Fiscal  Agency  of  the! 
(WASHINGTON  IN  THE  CITY  OF  NEW  YORK  STATe| 
pp  bRK  FOR  INTEREST  DUE  THAT  DAY  ON  ITS  SCHOOLS 
ERIES  H coupon  No  f 

Z ” 16 


) IN  THE  COUNTY  OF  SPOKANE  AND  STATE  OF  WASHINGTON 
^PROMISES  TO  pay  TO  BEARER  TWENTY-TWO  AND  50-100 
DOLLARS  ($22.50).  at  the  Fiscal  Agency  of  the 
State  of  Washington  in  the  City  of  New  Y^bk  State 
of  new  York  for  interest  due  that  day  on^^school 
Bond  Series  H Ho.  . ^^PTupon  no 

ATTCST  € . <f.  'PL, 

pn£s,DENT  vJi-wm 


yqbk  : 

^Plur  ... 


pokaneSchool 


ON  THC  FIRST  DAY  OF 

NOV.  1926 


* in  the  County  of  Spokane  and  State  of  Washington 
! promises  to  paytobearerTWENTY-TWO  AND50-100| 
DOLLARS  ($22.50).  at  the  Fiscal  Agency  of  the! 
State  of  Washington  in  the  City  of  New  York  State! 
of  NeiArk.  for  interest  due  that  day  on  its  School! 
bond.^JIes  h Ho.  coupon  no  [ 


attest 


31 


™e,£ou  tv  of  Spokane  and  State  of  Washington  ] 

nmTi nS<:^toV«o,E*REl’ ™E NTY'TWO  AND  SO-IOO! 
DOLLARS  ($22.50).  at  the  Fiscal  Agency  of  the' 
State  of  Washington  in  the  City  of  New  Yoris^tatfI 
of  new  York  for  interest  due  that  day  on  60®oolI 
Bond  Series  h Ho  F 

‘"“Vff.sL  - 


PRESIDENT 

gssasr  _se«a  yt&sjjd mgs 


secretary  president  ..  Jrwm 


pokaneSchool  I 


UN  THE  COUNTY  OF  SPOKANE  AND  STATE  OF  WASHINGTON 

■PROMISESTO  paytobearerTWENTY-TWO  AND  50-100S 
DOLLARS  ($22.50).  at  the  Fiscal  Agency  of  the' 
State  of  Washington  in  the  City  of  New  York  State! 
of  New  York  for  interest  due  that  day  on^«kSchool! 
Bond  Series  H No. 

ATTEST  C.G.  7Y  fJ/.. /JU ^ 23 


ON  THE  FIRST  DAY  OF 

NOV.  1918 


un  the  County  of  Spokane  ano  State  of  Washington  > 
r promises  to  paytobearerTWENTY-TWO  AND  50-100 1 
DOLLARS  ($22.50),  at  the  Fiscal  AGENCY  OF  the! 
State  of  Washington  in  the  City  of  New  York  State! 
of  Ns^-york  for  interest  due  that  day  on  its  school! 

Bonc^B?ies  H No.  COUPON  No  | 


Arrr 


pokane  School  District 

War 


..  gigBW  °— -t  day  OF 

Ij-Jinthe  County  of  Spokane  and  state  of  Washington 


- — YVftbMINGTON 

BEARER TWENTY-TWO  AND  50-100 
DOLLARS  ($22.50>.  at  the  Fiscal  Agency  of  the! 
State  of  Washington  in  the  City  of  New  York  State! 
of  new  York  for  interest  due  that  day  on  its  School! 
Bond  Series  h No 

attest  * rf/ -yC 


ON  THE  FIRST  DAY  OF 

MAY  1930 


- i in  the  County  of  Spokane  and  State  of  Washington 
■P  - PROMISESTO  paytobearerTWENTY-TWO  AND  50-1 00 S 
DOLLARS  <$22.50).  at  the  Fiscal  Agei^^of  the? 
State  of  Washington  in  the  City  of  New  State! 

OF  NEW  YORK.  FOR  INTEREST  DUE  THAT  DAY  ON^^SCHOOLJ 
Bond  Series  H No.  COUPON  No  || 

ATTEST  t.e  W , ....  38 

SECRETARY  PRESIDENT 


Jrzm 


on  the:  first  oayof 

MAY  1926 


! in  the  County  of  Spokane  and  State  of  Washington 
e PROMISES  TO  PAYTO  BEARER  TWENTY-TWO  AND  50-1  00  I 
DOLLJAfi  ($22.50).  at  the  Fiscal  Agency  of  theJ 
State ^■^ashington  in  the  City  of  New  York  State! 
of  nevwrk.  for  interest  due  that  day  on  its  School! 
bond  Series  h No.  . coupon  no  f 


attest 


s IN  THE  County  of  Spokane  and  State  of  Washington  I 
■ PROMISESTO  paytobearerTWENTY-TWO  AND  50-1001 
DOLLARS  ($22.50).  at  the  Fiscal  Agei^^  of  the! 
State  of  Washington  in  the  City  of  New  ^^Bk  State! 
of  New  York  for  interest  due  that  day  oi^He  School! 
Bond.  Series  h No.  coupon  no  f 

ATTEST  _ „ „ S/. pt/  ; . 20 


ON  THE  FIRST  DAY  OF 

NOV.  1929 


? in  the  County  of  Spokane  and  State  of  Washington 
(■PROMISES to  paytobearerTWENTY-TWO  AND 50-100 1 
DOLLARS  ($22.50),  at  the  Fiscal  AGen^j  of  the 
State  of  Washington  in  the  City  of  New  State 
of  new  York  for  interest  due  that  day  ok^^School 
Bond  Series  H No.  coupon  no  [ 


attest 


on  the:  first  day  of 


NOV.  1925 


?in  the  County  of  Spokane  and  State  of  Washington 
(PROMISES  TO  PAYTO  BEARER  TWENTY -TWO  AND  50-100S 
DOLLARS  ($22.50),  at  the  Fiscal  Agency  of  the! 
Statej^«/ashington  in  the  City  of  New  York  State! 
of  NeBBrk.  for  interest  due  that  day  on  its  School! 
Bond  series  H No.  . , ■ coupon  no  [ 


attest 


€ . G. 


29 


poKAN  e School  District 


ON  THC  FIRST  DAY  OF 

NOV.  1921 


sin  the  County  of  Spokane  and  State  of  Washington 
e PROMISES  TO  paytobearerTWENTY-TWO  AND  50-100S 
DOLLARS  ($22.50).  at  the  Fiscal  Agency  of  the! 
State  of  Washington  in  the  City  of  new  Ak  State! 
of  new  York  for  interest  due  that  day  oi^BschoolI 
Bond  Series  h No.  ”oupon  no  | 


Attest 


<?.*■.  Ti. 


21 


PRESIDENT 


-JIM 


Spokane  School  District 

“1 Hk 


on  the  first  oayof 

MAY  1929 


| in  the  County  of  Spokane  and  state  of  Washington 
' PROMISES  to  pay  to  be  arer  TWENTY-TWO  AND  50-100 

DOLLARS  ($22.60),  AT  THE  FISCAL  AGENCJ^OF  the 
State  of  Washington  in  the  City  of  New  State 

1 OF  NEW  YORK  FOR  INTEREST  DUE  THAT  OAY  ON  ^BcHOOL 
Bond  Series  H No.  coupon  no 


ON  THE  FIRST  DAY  OF 

MAY  1925 


! in  the  County  of  Spokane  and  state  of  Washington 
( promises  TO  pay  TO  BEARER  TWENTY -TWO  AND  so-iool 
DOLLARS  ($22.50).  at  the  Fiscal  Agency  of  the 
St at^&  Washington  in  the  city  of  new  York  State 
OF  N^WoRK  FOR  INTEREST  DUE  THAT  DAY  ON  ITS  SCHOOl| 
Bono  series  H No.  coupon  no 


Attest 


Spokane  School  District 


ON  THE  FIRST  OAYOF 

MAY  1921 


MN  THE  COUNTY  OF  SPOKANE  AND  STATE  OF  WASHINGTON 
^ PROMISES  TO  paytobearerTWENTY-TWO  AND  50-1 00 ! 
DOLLARS  ($22.50).  at  the  Fiscal  Agency  of  the! 
State  of  Washington  in  the  City  of  New  State! 

of  new  York  for  interest  due  that  day  on^Hschool! 
Bond.  Series  H No.  ^ coupon  no  | 


attest 


\ iTPSirnCT  ON  THE  FIRST  DAY  6 

nSPS™1  NOV.  1928 


I in  the  County  of  Spokane  and  state  of  Washington 
' promises  to  pay  to  be  arer  TWENTY-TWO  AN  D 50-1 00 
DOLLARS  ($22.50),  AT  THE  Fiscal  AGENCY  OF  THE 
State  of  Washington  in  the  City  of  New  Yqak  State 
of  new  York  for  interest  due  that  day  on  d^cHooL 
BOND  SERIES  H Mo. 

SECRETAR 


ON  THC  FIRST  DAY  OF 

NOV.  1924 


f the  County  of  Spokane  and  State  of  Washington  i 
PROMISESTO  paytobearerTWENTY-TWO  AND  50-1001 
DOLLARS  ($22.50)*  at  the  Fiscal  Agency  of  the| 
Statist  Washington  in  the  City  of  New  York  States 
of  Nq^Bork  for  interest  due  that  day  on  its  School! 

BONC^^^3IES  H Ho,  COUPON  No  f 


ON  THC  FIRST  DAY  OF 

NOV.  1920 


F in  the  County  of  Spokane  and  State  of  Washington  I 
) PROMISES  TO  PAY  TO  BEARER  TWENTY-TWO  AND  50-100  5 
DOLLARS  ($22.50).  at  the  Fiscal  Agency  of  the! 
State  of  Washington  in  the  City  of  New  York  State! 

OF  NEW  YORK  FOR  INTEREST  DUE  THAT  DAY  ON^j^CHOOLi 

bond.  Series  H No.  ^^Pupon  no  | 


ATTEST 


'H 


11)1 


SECRETARY 


PRESIDENT  \t-*j  L’  lTH 

i t ■ Y-f-Hti 


1(4  in  the  County  of  Spokane  and  State  of  Washington 
^'!LS2OFAVTOBEARErTWENTV-tWOAND50-100 
DOLLARS  ($22.50),  at  the  Fiscal  Agenq|^3F  the 
state  of  Washington  in  the  City  of  New  y^B  state 

Bond'serieK  fo£interest  due  th*t  oa^  on  iIWchool 

Aw_ • . , COUPON  No 


ON  THE  FIRST  OAYOF 

MAY  1924 


Attest 


, n the  County  of  Spokane  and  state  of  Washington  i 
promisesto  paytobearerTWENTY-TWO  AND  50-100  5 
DOLl^RS  ($22.50).  at  the  Fiscal  agency  of  the! 
Stat^^Washington  in  the  City  of  New  York  State! 
of  N^^^ork.  for  interest  due  that  day  on  its  School! 
bond  Series  h No.  , coupon  no  f 

attest  _ . ^ 'S- 26 


ON  THC  FIRST  DAY  OF 

MAY  1920 


c .a. 


SECRETARY 


! in  the  County  of  Spokane  and  State  of  Washington 
^'promisesto  paytobearerTWENTY-TWO  AND  50-1 00 ! 
DOLLARS  ($22.50).  at  the  Fiscal  Agenol  of  the! 
State  of  Washington  in  the  City  of  New  State! 

OF  NEW  YORK  FOR  INTEREST  DUE  THAT  DAY  ON^KcHOOlI 

Bond  Series  H No.  coupon  no  f 

18 


Attest 


PRESIDENT 


C.G.'H 


SECRETARY 


PRESIDENT 


ON  THE  FIRST  OAYOF 

NOV.  1927 

/J=JHE  CouNTY  of  Spokane  and  State  of  Washington 
no,M.'!LSJ°£AV  TO  BEARE« TWENTY-TWO  AjksO-IOOl 
<?,?,LLARS  ,*22.60).  at  the  Fiscal  AGE7®bF  the[ 


cT4TF  _ riDCAL  MUt,NHK)F  THE| 

I oiu  oe  Washington  in  the  City  of  New  YoEV State! 
Bond'serifs  FOi,NTEREST  DUE  TRAT  OAY  ON  its  School 

a ^ M HO.  COUPON  NO  I 


Attest 


pokane  School  District 


ON  THE  FIRST  OAYOF 

IN  TH^COUNTY  OF  SPOKANE  AND  STATE  OF  WASHINGTON 

/PROM^^TO  PAY  TO  BEARER  TWENTY-TWO  AND  50-100 
DOL^^P>  ($22.60),  at  the  Fiscal  agency  of  the 
State  of  Washington  in  the  City  of  New  York  State 

OF  NEW  YORK  FOR  INTEREST  DUE  THAT  DAY  ON  ITS  SCHOOL 
bond  Series  h No.  . COUPON  No  f 

...  Z^,^,  - 25 [ 


Spokane  School  District 


ON  THE  FIRST  OAYOF 

NOV.  1919 


f in  the  County  of  Spokane  and  State  of  Washington 
^promisesto  paytobearerTWENTY-TWO 50-100 
DOLLARS  ($22.50).  at  the  Fiscal  Ag^^V  of  the 
State  of  Washington  in  the  City  of  NewTurk  state 
of  New  York  for  interest  due  that  day  on  its  School 
Bond  Series  h No.  coupon  no 

attest  _ _ 


S* 


( in  the  County  of  Spokane  and  State  of  Washington 
('promisesto  paytobearerTWENTY-TWO  AND  50-1 OOS 
DOLLARS  ($22.50),  at  the  Fiscal  Agency  of  the! 
Stati^^Washington  in  the  City  of  New  York  Statc! 
of  N^^drk  for  interest  due  that  day  on  its  School! 
Bond  series  H No.  coupon  no  f 

Attest  _ ^ ^ . | | 


SmtHW WlWI 

J IN  THE  County  of  Spokane  and  State  of  Washington  i 
.promises  to  pay  to  bearer  TWENTY-TWO  AND  50-100 
DOLLARS  ($22.50),  at  the  Fiscal  agency  of  the! 
State  of  Washington  in  the  City  of  New  Yoi^Ktate! 
1 of  New  York  for  interest  oue  that  day  on  it^BhoolI 
Bond  Series  H No.  , ^Ton  no 


m\»^  WVYWM?. 


un  the  County  of  Spokane  and  State  of  Washington 
^promisesto  paytobearerTWENTY-TWO  AND  50- too! 
DOLLARS  <$22. 50).  at  the  Fiscal  Agency  of  the! 
Statj^I  Washington  in  the  City  of  New  York  State! 
of  n^Hork  for  interest  due  that  day  on  its  School! 

BONt^^TCRIES  H Ho.  COUPON  No  | 

ATTEST  _ „ r/y, 1 ‘I 

SECRETARY 


PRESIDENT 


c'/  |N  the  County  of  Spokane  and  state  of  Washington  I 
^promises  to  pay  to  bearer  TWENTY-TWO  AND  60-100  f 
DOLLARS  ($22.60).  at  the  Fiscal  Agency  of  the 
State  of  Washington  in  the  City  of  New  Yor^^tate 
of  New  York  for  interest  due  that  day  on  it^Khool 
Bond  Series  H MO.  Bonn, 


I SECRETARY 

mm  fmstx'mm  imm "mmrysmr 


Spokane! 


l i strict 


ON  THC  FIRST  DAY  OF 

MAY  1917 


; in  the  County  of  Spokane  and  State  of  Washington 
('promises  to  pay  to  bearer  TWENTY-TWO  AND  50- too! 
DOLLARS  ($22.50).  AT  THE  FISCAL  AGENCY  OF  THE 
Stmof  Washington  in  the  City  of  New  York  State 

OF  I^^ByoRK.  FOR  INTEREST  DUE  THAT  OAY  ON  ITS  SCHOOL  j 
BOr^^^ERIES  H.  No.  COUPON  No 

ATTEST  _ _ „ rf/n — « 1 2 


PRESIDENT 


JFEHH 


ON  THC  FIRST  DAY  OF 

MAY  1913 

| in  the  County  of  Spokane  and  State  of  Washington  1 
1 PROMISES  to  PAY  TO  BEARER  TWENTY-TWO  AN  D 50-1 00 
DOLLARS  ($22.00).  AT  THE  FISCAL  AGENCY  OF  the 
State  of  Washington  in  the  City  of  New  Yori^tate 
of  New  York  for  interest  due  that  day  on  iTd^SiooL| 
Bond  Series  H No.  1^P>n  no 


attest 


(Spokane  School  District  I 


ON  THC  FIRST  OAYOF 

NOV.  1916 


i the  County  of  Spokane  and  State  of  Washington  I 
! PROMISESTO  PAYTO  BEARER  TWENTY-TWO  AND  60-1001 
DOLLARS  ($22.80).  at  the  Fiscal  agency  of  the! 
State  of  Washington  in  the  City  of  new  York  State! 
of  Nai' York  for  interest  due  that  day  on  its  SchoolI) 
Boi^^Beries  H No.  coupon  no  B 

Att^^t  _ „„  -// > — yyfrz, . | | 


I .1 .4.1 


c . a. 


SECRETARY 


2 


ON  THC  FIRST  DAY  OF 

NOV.  1912 

J in  the  County  of  Spokane  and  State  of  Washington  j 
f PROMISES  to  pay  to  bearer  TWENTY-TWO  AND  50-100 1 
DOLLARS  ($22.60),  at  the  Fiscal  Agency  of  the! 
State  of  Washington  in  the  City  of  New  York  State! 
of  New  York  for  interest  due  that  day  on  its  School! 
Bono  Series  H No.  <^^>n  no  [ 

attest  _ „„  -//, — 3 


PRESIDENT 


ON  THE  FIRST  OAYOF 

MAY  1916 


f in  the  County  of  Spokane  and  State  of  Washington 
( promises to  paytobearerTWENTY-TWO  AND  50- 100 1 
DOLLARS  ($22.50).  at  the  Fiscal  Agency  of  the! 
ST/^fep  Washington  in  the  City  of  New  York  State! 

OF  YORK  FOR  INTEREST  OUE  THAT  DAY  ON  ITS  SCHOOlI 

Bond  Series  H No  coupon  no  [ 

ATTEST  S r sr-s  '/Ll ’ 1 o 

secretary 


PRESIDENT 


JB33B 


■™p?sa 


ON  THC  FIRST  OAYOF 

MAY  1912 


) IN  THE  COUNTY  OF  SPOKANE  ANO  STATE  OF  WASHINGTON  I 
' PROMISESTO  paytobearerTWENTY-TWO  AND 50-1005 
DOLLARS  ($22.50),  at  the  Fiscal  Agency  of  the! 
State  of  Washington  in  the  City  of  New  York  State! 
of  New  York  for  interest  due  that  day  on  its^^iool|! 
Bond  Series  h No. 


attest 


e .a. 


SeCRETART 


PRESIDENT 


Spokane  School  District  ; 


ON  THE  FIRST  OAYOF 

NOV.  1915 


in  the  County  of  Spokane  ano  State  of  Washington 
sproi*ESTo  paytobearerTWENTY-TWO  AND 50-100 
DO^HtS  ($22.50),  at  the  Fiscal  Agency  of  the 
Stat^Bf  Washington  in  the  City  of  New  York  State 

OF  NEW  YORK  FOR  INTEREST  OUE  THAT  OAY  ON  ITS  SCHOOL 
Bond  Series  H No.  coupon  no 

ArTEST . g. -r.  9 

SECRETARY  PReSlDEN^ 


ON  THC  FIRST  DAY  OF 

NOV.  1911 


i in  the  County  of  Spokane  and  State  of  Washington  I 
^promises  to  paytobearerTWENTY-TWO  AND  50-1001 
DOLLARS  ($22.50).  at  the  Fiscal  Agency^^  the! 
State  of  Washington  in  the  City  of  New  yoBBtate! 
of  new  York  for  interest  due  that  day  on  its  school! 
Bond  Series  h No.  , , coupon  no  f 

ATTEST ’ 1 


C .G.Th 


SECRETARY 


PRESIDENT 
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1000 


§>tatp  uf  Haaliingtmt 

Cumily  uf  S>pukuur 


SERIES  H 


liuuiui  aU  Hunt  utj  njrsc  ^rrarnis,  That  Spokane  School  District 

Number  81,  in  the  County  of  Spokane  and  State  of  Washington,  is  justly  indebted  to,  and, 
for  value  received,  promises  to  pay  to  bearer  the  sum  of 


($1,000),  on  the  First  Day  of  May,  1931,  with  interest  thereon  at  the  rate  of  Four  and 

One-Half  (4 J4)  Per  Centum  Per  Annum,  payable  semi-annually  on  the  First  Day  of  May 
and  November  in  each  year  on  presentation  and  surrender  of  the  interest  coupons  hereto 
annexed  as  they  respectively  mature;  both  principal  and  interest  are  payable  in  gold  coin  of 
the  United  States  of  America,  at  the  Fiscal  Agency  of  the  State  of  Washington,  in  the 

City  of  New  York,  State  of  New  York. 

iSljta  iBonii  is  one  of  a series  of  five  hundred  bonds  of  like  tenor  and  date,  known  and 
designated  as  Series  H,  amounting,  in  the  aggregate,  to  the  sum  of  Five  Hundred  Thousand 
Dollars  ($500,000) , and  issued  by  the  Board  of  Directors  of  said  School  District  under  and 
in  accordance  with  the  provisions  of  an  Act  of  the  Legislature  of  the  State  of  Washington 
known  and  cited  as  the  “ Code  of  Public  Instruction  of  the  State  of  Washington,”  approved 
March  11,  1909,  as  amended,  and  of  an  election  duly  called  and  held  in  said  School  District 
on  the  eighteenth  day  of  February,  1911. 

3lt  ia  tfirrrliy  tCcrtifirii.  iRcritrCi  atiii  Arrian- i),  that  all  acts,  conditions  and  things  required 
to  be  done  and  performed  precedent  to  and  in  the  issuing  of  this  series  of  bonds  have  been 
done,  have  happened  and  have  been  performed  in  regular  and  due  form  as  required  by  law; 
that  the  total  indebtedness  of  this  District,  including  this  Bond,  does  not  exceed  the  statutory 
or  constitutional  limitations,  and  that  for  the  prompt  payment  of  both  principal  and  interest 
hereof,  the  faith,  credit  and  property  of  said  School  District  is  hereby  irrevocably  pledged. 


dm  jutinpas  lasijnrmt,  the  said  School  District,  by  its  Board  of  Directors, 
has  caused  this  Bond  to  be  sealed  with  its  corporate  seal  and  signed  by  its  President  and 
attested  by  the  Secretary  of  ssid-District,  and-has  causetd  the  annexed  interest  coupons  to  be 


executed  by  the  facsimile  signatures  of  said  officers,  this  first  day  of  May,  1911. 


Attest 


President- 


Secretary. 


rrHHrlHIr  mrr  r Jr  n [T«-11  Hr  11  Hr  inn 


|JF  f1  ’Jif  yn . 


#*i/&tS$£t!tg&4ii 


it?  uf  Uauljitujtim 

(Cuimtit  of  Spokane 


SPOKANE 

School  Distr 


(mmm 


Dated  May  1 
Due  May  1, 


Interest  4l%  Per  Annu 

Payable  Semi-annually,  on 
Nov.  1 and  May  1 


Both  Principal  and  Interest 
Payable  at  the 


WASHINGTON  FISCAL  AGENCY 

NEW  YORK,  N.  Y. 


£>tatr  uf  Haflljitujttm 

(Cuunhi  of  ^pobattf 


SPOKANE 
School  District 

BO' NO 


Dated  May  1,  191 
Due  May  1,  1931 


Interest  4 \%  Per  Annum 

Payable  Semi-annually,  on 
Nov.  1 and  May  1 


Both  Principal  and  Interest 
Payable  at  the 


WASHINGTON  FISCAL  AGENCY 


NEW  YORK,  N.  Y 
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Entry  of  Units  Securing  Within  Bond 


:u$tee  Securities  Company 

-*>  3ftrst  Xien  JBonfc  »-  „ 


iness  property 


kJ he  d rustee  Securities  Company,  Tor  Value  Crteceiued,  promises 

to  pay  to  the  registered  holder  hereof,  at  its  office  in  d few  York  Sity,  five  years  from 

date  hereof  One  Thousand  Dollars 

in  tlnited  States  gold  coin  with  interest  at  the  rate  of  five  per  cent  per  annum, 
payable  quarterly  upon  presentation  and  surrender  of  the  attached  interest  coupons  as 
the  same  fall  due . 

3 his  fBond  is  a 3irst  Ifien  on  the  i/nits  of  ^Business  fB roperty  entered  on 
the  bach  hereof,  which  we  hereby  certify  have  the  cash  value  and  net  income  return 
specified  rrn  the  said  entry,  and  which  have  been  duly  assigned  to  the  trustee,  receipt* 
ing  thevefor  o/\the  b cfeh  hefe o /,  in  l/*ust  as  ri / y fa /*  payment^/  bt/Th  psu7ic7pul\ad 


time,  pAiof\to  one  yea 
toward  pay  nhtsit  for 
at^tfie  date  of  i&ue  h 


ateyhereof,  b\ 
d /kits  held  i 
red  merlon. 
\pany  willAupon  requist  of  they 
attached,  mretain  the I interest  I 


tnlst  tht 


itrrem 


annui 


Tt>mpan^^SSff7^es  t/iWTT!pl  TyTTT&TTeem  t * 

rrcof  by  payirig  to  the  registered  holder 


a premium  or  Two  per  cent 


par 

plus  the  interest  accrued  to  the  date  of  such  redemption. 

3, his  fBond  shall  be  registered  in  the  name  of  the 
entry  in  the  boohs  of  d he  3 rustee  Securities  Sompa. 

rail  always  be  payable  to  bearer,  j, 

surrendered  to  3 he  trustee  Securities  e< 
and  cancellation*  chfi  intJrte^t  thereafter  accruing  hereon  shall  be  p 
holder.  \ \ / / \\  • f n TYilarsM  lifbrrrn 
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Entry  of  Units  Securing  Within  Bond 


first  Xten  Bonfc> 


gapyg 
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on  JUnits  of 
Business  property 


UDarcb  totb 
Sept,  totb 


June totb 
2>ec.  totb 


at  office  ot 


Gbe  trustee  Securities  Company 
. IRcw  Jj)orb  Gttv>  . 


Wm.  S.  Gilmore  & Co. 

Lakeside  Building 
COR.  ADAMS  AND  C'LARK  STS. 
CIIIGACiO 

Telephone  Harrison  3o49 


Citizens  Gas  & Electric  Company 

(WATERLOO  AND  CEDAR  FALLS,  IOWA) 

Consolidated  Mortgage  6%  Gold  Bonds 


MUNICIPAL,  UAILKOAI) 
AND 

CORPORATION 

BONDS 


Dated  February  1,  1911.  Due  February  1,  1931.  Redeemable  on  any  interest  date  at  101  and 
interest.  Principal  and  semi-annual  interest  (February  1st  and  August  1st)  payable  at  the  Central  Trust 
Company  of  Illinois,  Chicago.  Denominations,  $500  and  $1,000.  Principal  may  be  registered. 


CENTRAL  TRUST  COMPANY  OF  ILLINOIS,  CHICAGO,  TRUSTEE 


Common  Stock 
Preferred  Stock 


CAPITALIZATION 


Authorized  Outstanding 

. .$500,000  $400,000 

.....  200,000  


Total  stock  outstanding 


$400,000 


FUNDED  DEBT 


Consolidated  Mortgage  6%  Bonds  outstanding $ 700,000 

Reserved  to  retire  $1,200,000  underlying  bonds,  less  $29,000  already  retired 

by  sinking  fund  1,171,000 

Reserved  for  additions  and  extensions  to  property  under  carefully  guarded 

restrictions  of  Trust  Deed 2,129,000 


Total  bonds  authorized  $4,000,000 


EARNINGS  FOR  THE  YEAR  ENDING  MARCH  31,  1911: 

Gross  earnings  $364,964.86 

Operating  expenses  and  taxes 192,778.63 

Net  earnings  $172,186.23 

Interest  on  underlying  bonds  for  period.. 68,841.67 

$113,344.66 

Interest  on  $700,000  Consolidated  Mortgage  6%  Bonds  lately  sold,  but  not  a 

charge  prior  to  February  1,  1911  42,000.00 

SURPLUS  EARNINGS  ....$  71,344.66 


The  CITIZENS  GAS  & ELECTRIC  COMPANY  does  the  entire  gas  and  electric  light  and  power 
business  of  Waterloo  and  Cedar  Falls,  having  a combined  population  of  about  35,000,  and  operates  under 
the  following  franchises:  Gas  and  electric  franchises,  Waterloo,  running  twenty-five  years  from  January  28, 

1901;  gas  franchise,  Cedar  Falls,  running  twenty-five  years  from  March  1,  1905;  electric  franchise, 
Cedar  Falls,  running  fifteen  years  from  June  7,  1897. 

The  earning  capacity  of  this  property  has  been  demonstrated  and  is  constantly  increasing.  Surplus 
earnings  for  the  year  ending  March  31,  1911,  after  providing  for  the  interest  on  the  underlying  bonds, 

are  nearly  three  times  the  interest  requirements  on  these  bonds. 

For  complete  details  regarding  this  issue  we  refer  to  the  letter  of  Mr.  Rufus  C.  Dawes,  President  of 
the  Company. 

Copies  of  the  mortgage  and  legal  opinion  of  Messrs.  Pam,  Hurd  & Day,  Chicago,  may  be  seen  at  our 
office. 

WE  RECOMMEND  THESE  BONDS  FOR  INVESTMENT 


The  statements  made  in  this  circular  are  furnished  by  the  Company,  and  while  not  guaranteed  by  us,  we  believe  them  to 

be  correct. 

Offering  is  made  subject  to  prior  sale  and  advance  in  price. 

Price  on  application 


WM.  S.  GILMORE  & CO. 


(EXTRACT  FROM  LETTER  OF  MR,  RUFUS  C.  DAWES,  PRESIDENT) 


Chicago,  May  l,  1911. 


The  Citizens  Gas  & Electric  Co.  owns  and  operates  a gas  plant  and  a modern,  up-to-date  electrical 
station  in  the  City  of  Waterloo,  and  does  the  entire  gas,  electric  light  and  power  business  in  the  cities  of 
Waterloo  and  Cedar  Falls,  Iowa,  serving  a population  of  about  35,000. 

The  present  management  took  over  the  property  in  1905  and  the  earnings  have  shown  substantial 
increases  each  year  as  will  be  seen  by  the  figures  below: 


EARNINGS  FOR  YEAR  ENDING 


Gross  Earnings  Operating  Expenses 


Net  Earnings 


December  31,  1905 $124, 14.5.08  S 59,450.17  S 64,695.91 

December  31,  1906 173,992.98  92,977.43  81,015.55 

December  31,  1907 228,126.74  121,624.65  106,502.09 

December  31,  1908  264,929.76  141,897.86  123,031.90 

December  31,  1909  306,264.89  152,998.78  153,266.71 

December  31,  1910  349,438.78  185,747.14  163,691.64 

March  31,  1911 364,964.86  192,778.63  172,188.23 


It  will  be  noticed  that  this  growth,  while  it  appears  large,  is  closely  related  to  the  increases  shown  in 
post  office  receipts,  railroad  shipments,  manufacturing  output  and  other  indices  of  the  advancement  of 
the  cities.  The  gas  and  electric  company  has  kept  pace  with  this  general  advance,  and  may  reasonably 
expect  an  enlargement  of  its  business  from  the  present  population.  The  fact  that  there  were  six  hundred 
houses  built  last  year,  and  the  expectation  is  that  more  will  be  built  this  year,  gives  ground  for  the  belief 
that  future  earnings  will  show  a large  increase  as  the  result  of  continued  growth  in  population. 

The  Citizens  Gas  & Electric  Company  Consolidated  Mortgage  6%  Bonds  are  secured  by  a lien  on 
all  the  property  rights  and  franchises  now  owned  or  hereafter  to  be  acquired  by  the  Citizens  Gas  & Electric 
Company,  subject  only  to  the  lien  of  the  underlying  5%  Bonds,  amounting  at  this  time  to  $1,171,000,  and 
which  lien  will  be  reduced  each  year  by  the  operation  of  a sinking  fund.  There  have  been  deposited  with 
the  Trustee  a sufficient  number  of  the  Consolidated  Mortgage  Bonds  to  retire  the  5%  bonds  at  maturity, 
so  that  these  bonds  will  become  an  absolute  first  mortgage  in  less  than  fifteen  years. 

The  Company’s  plant  is  located  in  Waterloo,  and  consists  of  an  electrical  station  containing  two  750 
K.  W.  and  one  1,250  K.  W.  Curtis  Turbine  Generators,  developing  over  3,600  electrical  horse  power.  The 
gas  plant  which  adjoins  the  electrical  station  consists  of  a retort  house,  containing  eleven  benches  of  sixes, 
a Lowe  water  gas  set,  and  the  necessary  plant  for  sending  out  1,500,000  cubic  feet  of  gas  per  day.  The 
holder  capacity  consists  of  one  of  500,000  cubic  feet,  one  of  126,000  cubic  feet,  one  of  80,000  cubic  feet, 
and  one  of  50,000  cubic  feet.  There  are  over  95  miles  of  mains  and  395  miles  of  wire.  All  the  buildings 
are  of  brick  and  steel,  and  the  entire  property  is  modern  and  up-to-date  in  every  respect,  in  excellent  phys- 
ical condition. 

At  the  time  this  Company  took  over  the  property  there  were  only  40  miles  of  mains  and  2,131  gas 
meters  connected.  At  the  present  time  the  Company  has  95  miles  of  mains,  7,105  gas  meters  connected 
and  6,680  stoves.  The  consumption  of  electricity  for  power  purposes  has  grown  from  564  horse  power 
connected  load  in  1905  to  3,775  horse  power,  while  the  connected  lighting  load  has  grown  from  12,584 
equivalent  sixteen  candle  power  lamps  to  59,040,  and  the  number  of  electric  meters  from  925  to  3,285. 

Gas  is  supplied  to  the  City  of  Cedar  Falls  by  a four-inch  high  pressure  main,  and  electricity  by  a high 
tension  transmission  line.  At  Cedar  Falls  the  Company  has  a small  station  for  the  purpose  of  reducing 
the  pressure  of  the  gas  so  that  it  may  be  sent  out  to  the  consumers  and  for  stepping  down  the  high  voltage 
current. 

The  business  of  the  Company  has  had  a rapid  growth,  as  will  be  seen  from  the  foregoing,  but  we  have 
kept  up  with  every  demand  made  upon  us  and  the  present  plants  and  equipments  are  still  capable  of  talA 
ing  care  of  a much  larger  increase  in  business. 

Waterloo,  the  county  seat  of  Black  Hawk  County,  is  located  in  northeastern  Iowa  on  the  CedaJ 
River.  The  city  has  had  a remarkable  but  substantial  growth  as  indicated  by  the  population  and  postaU 
receipts  given  below: 

1900 

Population.  12,680 

Post  office  receipts $30,684.17 

Three  railroad  systems — the  Chicago  Great  Western,  Illinois  Central  and  Rock  Island;  and  an  inter- 
urban  electric  line — Waterloo,  Cedar  Falls  & Northern — give  unsurpassed  transportation  facilities.  , 


1905 

18,071 

$58,272.72 


1910 

26,697 

$185,138.40 


Waterloo’s  growth  and  prominence  as  a manufacturing  center  has  been  even  more  remarkable. 
There  are  at  this  time  about  130  factories  employing  over  7,000  hands,  turning  out  a manufacturing 
product  of  over  $26,000,000  per  annum;  railroad  and  industrial  pay  rolls  in  Waterloo  amount  to  $4,000,000 
per  annum;  73,000  freight  cars  come  in  and  out  of  Waterloo  a year;  there  are  41  miles  of  paved  streets, 
24  churches,  17  school  buildings,  three  daily  newspapers,  two  hospitals,  two  public  libraries  and  13  banks 
with  resources  of  $9,000,000. 

Practically  all  the  manufacturing  plants  use  electric  power  supplied  by  this  Company,  which  they  have 
found  to  be  much  cleaner,  cheaper  and  more  adaptable  to  their  means.  In  this  matter  of  power  alone 
Waterloo  factories  are  far  ahead  of  their  competitors  in  many  larger  cities.  There  are  eight  or  ten  of  the 
manufacturers  who  maintain  a distinct  jobbing  trade  and  there  are  a dozen  exclusively  jobbing  and 
wholesale  houses  which  transact  a constantly  growing  business  and  employ  150  traveling  men.  In  ad- 
dition to  these  there  are  some  400  traveling  men  who  make  Waterloo  their  home. 

Cedar  Falls,  seven  miles  northwest  of  Waterloo,  has  a population  of  about  7,000.  It  is  an  important 
manufacturing  point  and  also  the  seat  of  the  Iowa  State  Normal  School  with  1,200  students.  Cedar  Falls 
is  the  home  of  numbers  of  retired  farmers,  has  three  banks  and  a wide  awake  and  energetic  commercial 
club  carefully  fostering  the  industrial  interests  of  the  city. 

In  view  of  the  excellent  physical  condition  of  the  Company’s  property,  the  increase  in  earnings,  and 
the  remarkable  but  steady  growth  of  the  territory  served,  I consider  the  Consolidated  Mortgage  6% 
Bonds  a safe  and  attractive  investment. 

Yours  very  truly, 

(Signed)  RUFUS  C.  DAWES, 

President. 


MOBILE  GAS  COMPANY 


TO 


CENTRAL  TRUST  COMPANY  OF 
ILLINOIS,  Trustee 


DEED  OF  TRUST 


Dated  January  1,  1910 
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®Ijia  .ijm'inttim',  dated  January  1,  1910,  made  and 
entered  into  between  Mobile  Gas  Company,  a corporation  or- 
ganized and  existing  under  and  by  virtue  of  tlie  laws  of  the 
State  of  Alabama,  and  having  its  principal  office  in  the  City 
of  Mobile,  Alabama,  party  of  the  first  part  (hereinafter  for 
convenience  termed  the  “Gas  Company”),  and  Central  Trust 
Company  of  Illinois,  a corporation  organized  and  existing 
under  and  by  virtue  of  the  laws  of  the  State  of  Illinois,  with 
its  principal  office  in  the  City  of  Chicago,  Illinois,  party  of  the 
second  part  (hereinafter  for  convenience  termed  the  “Trus- 
tee”), Witnesseth: 

That,  Whereas,  the  Gas  Company,  pursuant  to  its  charter 
powers,  is  possessed  of  and  operating  gas  works  in  the  City 
and  County  of  Mobile  in  the  State  of  Alabama,  and  is  engaged 
in  the  business  of  manufacturing,  distributing  and  selling- 
gas  and  its  by-products  and  residual  products,  for  light,  heat, 
power  and  other  purposes,  and  of  supplying  gas  lamps,  fixtures 
and  appliances,  within  the  limits  of  the  City  and  County  of 
Mobile  in  the  State  of  Alabama,  and  their  respective  vicinities; 
and  in  and  about  its  business  has  acquired  the  properties  here- 
inafter described,  and  intends  to  acquire  other  properties, 
rights  and  franchises,  from  time  to  time,  and  to  add  to,  im- 
prove, extend,  better  and  develop  the  property  now  owned 
by  it,  as  well  as  such  after  acquired  property;  and, 

Whereas,  the  Gas  Company  is  duly  authorized  and  em- 
powered by  its  charter  to  borrow  money  from  time  to  time 
for  its  corporate  purposes,  and  to  issue  therefor  its  bonds  or 
other  obligations,  secured  by  mortgage  or  pledge  of  its  fran- 
chises and  all  its  properties,  real,  personal  and  mixed,  for  the 
repayment  thereof,  and  for  the  purpose  of  discharging  the 
obligations  incurred  by  it  in  the  acquisition  of  the  hereinafter 
described  properties,  and  for  the  purpose  of  acquiring  other 
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Authority  to  exe- 
cute mortgages. 


properties,  franchises  and  rights,  and  improving,  add- 
ing to,  bettering,  extending  and  developing  its  prop- 
erty, as  well  that  now  owned  by  it  as  that  which 
it  shall  hereafter  acquire,  and  for  other  corporate  pur- 
poses, the  Gas  Company  has  determined  to  make  and 
issue  its  coupon  bonds  to  the  aggregate  amount  of  $3,000,- 
000,  payable  in  gold  coin  of  the  United  States  of  America  of 
the  present  standard  of  weight  and  fineness,  such  bonds  to  be 
for  the  sum  of  one  thousand  ($1,000)  dollars  each  (each  of 
which  said  bonds  is  to  bear  a distinctive  number  or  designa- 
tion), payable  on  the  first  day  of  January,  A.  D.  1924,  and 
bearing  interest  at  the  rate  of  five  per  centum  per  annum  from 
the  first  day  of  January,  A.  D.  1910,  payable  semi-annually  in 
like  gold  coin  on  the  first  days  of  January  and  July,  in  each 
year,  and, 

Whereas,  the  Gas  Company,  under  and  pursuant  to  the 
power  and  authority  aforesaid,  has  determined  to  secure  the 
prompt  payment  of  the  principal  and  interest  of  all  the  said 
bonds  by  executing  and  delivering  to  the  Trustee  a mortgage 
or  deed  of  trust,  in  the  terms  of  this  Indenture,  conveying  the 
hereinafter  described  properties;  and, 

Whereas,  the  issuance  of  said  bonds,  and  the  execution  and 
delivery  of  said  mortgage,  have  been  legally  authorized 
by  resolutions  adopted  by  the  Board  of  Directors  of 
the  Gas  Company,  and  by  all  of  its  stockholders,  at 
meetings  duly  and  regularly  called  and  held,  and  a mort- 
gage or  deed  of  trust  securing  said  bonds,  in  the  form  of 
this  Indenture,  was  submitted  to  and  unanimously  approved  by 
said  Board  of  Directors  and  stockholders  at  said  meetings,  and 
the  President  and  Secretary  of  the  Gas  Company  were  duly 
authorized,  at  said  meetings,  on  behalf  of  the  Gas  Company, 
as  its  act  and  deed,  and  under  its  corporate  seal,  to  execute,  ac- 
knowledge and  deliver  the  same  to  the  Trustee;  and, 

Whereas,  the  form  of  the  coupon  bonds,  and  the  coupons  to 
be  attached  thereto,  and  of  the  certificate  to  be  signed  by  the 


3 


Trustee  for  tlie  authentication  of  each  of  said  bonds,  were  at 
said  meetings  severally  and  respectively  submitted  to  and  ap- 
proved by  said  resolutions  of  the  Board  of  Directors  and  of 
the  stockholders  of  the  Gas  Company,  and  are  as  follows,  lo- 
w'd : 

(Form  of  Bond.) 

No  $1,000.00  Form  of  bond. 

UNITED  STATES  OF  AMERICA. 

State  of  Alabama. 

Mobile  Gas  Company. 

First  Mortgage  Five  Per  Cent.  Gold  Bond. 

MOBILE  GAS  COMPANY  (hereinafter  called  the  “Company”),  for  value 
received,  hereby  promises  to  pay,  on  the  first  day  of  January,  A.  D.  1924 
(unless  this  bond  be  sooner  redeemed,  as  hereinafter  provided),  at  the  office  of 
CENTRAL  TRUST  COMPANY  OF  ILLINOIS,  in  the  City  of  Chicago, 

Illinois,  or  at  the  First  National  Bank  in  the  City  of  New  York,  to  bearer, 

or,  if  registered,  to  the  registered  holder  of  this  bond,  One  Thou- 

sand Dollars  ($1,000.00),  in  gold  coin  of  the  United  States,  of  the  present 
standard  of  weight  and  fineness,  and  to  pay  interest  thereon  from  January  1, 

1910,  at  the  rate  of  five  per  centum  per  annum,  such  interest  to  be  payable 
at  the  office  of  said  Trust  Company,  or  at  the  First  National  Bank 

in  the  City  of  New  York,  in  like  gold  coin,  semi-annually,  on  the 

first  days  of  January  and  July  in  each  year,  upon  presentation  and  surrender, 
as  they  severally  mature,  of  the  coupons  for  such  interest  hereto  annexed. 

Both  the  principal  and  interest  of  this  bond  shall  be  paid  without  deduction 
for  any  tax  or  taxes  which  the  Company,  its  successors  or  assigns,  may  be 
required  to  pay  thereon,  or  deduct  or  retain  therefrom,  under  any  present 
or  future  statute  or  law  of  the  United  States,  or  of  any  state,  county,  city, 
village,  township  or  other  municipality'  or  governmental  subdivision,  the  Com- 
pany hereby  agreeing  to  pay  all  such  taxes. 

This  bond  is  one  of  a duly  authorized  issue  of  coupon  bonds  of  the  Com- 
pany, the  aggregate  amount  whereof  is  limited,  so  that  there  shall  never  at  any 
time  be  outstanding  bonds  of  said  issue  for  an  aggregate  principal  sum  ex- 
ceeding three  million  dollars  ($3,000,000)  ; all  of  which  bonds  have  been  issued, 
or  are  to  be  issued,  under  and  in  pursuance  of,  and  are  secured  by,  and  are 
subject  to,  an  Indenture  of  Mortgage  or  Deed  of  Trust,  bearing  even  date  with 
this  bond,  duly  executed  by  the  Company  to  CENTRAL  TRUST  COMPANY 
OF  ILLINOIS,  as  Trustee,  under  which  Indenture  all  of  the  property  and 
franchises  of  the  Company,  now  owned  or  hereafter  to  be  acquired,  have 
been  transferred  and  mortgaged  to  said  Trustee,  and  hereby  reference  is  made 
to  said  Indenture,  and  the  same  made  a part  hereof,  with  the  same  effect  as 
if  herein  fully  set  forth.  Of  said  bonds  five  hundred  and  fifty  thousand  dol- 
lars ($550,000.00),  par  value  thereof,  are  to  be  issued  forthwith,  and  the  re- 
maining two  million  four  hundred  and  fifty  thousand  dollars  ($2,450,000),  par 
value  thereof,  are  to  be  issued  from  time  to  time,  in  the  manner  provided  in 
said  Indenture,  to  a principal  amount  not  exceeding  eighty  per  cent,  of  the 
actual  cost  of  additional  properties,  franchises  and  rights  hereafter  acquired  by 
the  Company,  or  of  additions,  improvements  and  betterments  to  and  extensions 
of  the  mortgaged  property,  and  under  certain  other  conditions  more  fully  de- 
scribed in  said  Indenture.  In  case  of  default  in  the  payment  of  any  installment 
of  interest  due  on  this  bond,  and  the  continuance  thereof  for  a period  of  three 
(3)  months,  the  principal  of  this  bond  may  be  declared  due  and  payable  prior 
to  its  maturity,  in  the  manner  and  upon  the  conditions'  expressed  in  said 
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Indenture,  and  may  otherwise  be  declared  due  and  payable  prior  to  maturity, 
upon  the  occurrence  and  continuance  of  default,  as  in  said  Indenture  provided. 
This  bond  is  subject  to  call  and  redemption  before  maturity  on  any  interest 
day  after  January  1,  1915,  at  105  per  centum  of  the  par  value  thereof,  and 
accrued  interest,  in  the  manner  and  upon  the  terms  set  forth  in  said  Indenture. 
No  recourse  shall  be  had  for  the  payment  of  the  principal  or  interest  of 
this  bond  against  any  incorporator,  stockholder,  officer  or  director  of  the 
Company,  past,  present  or  future,  either  directly  or  through  the  Company,  by 
virtue  of  any  statute  or  constitution,  or  by  the  enforcement  of  any  assessment 
or  penalty,  or  otherwise,  howsoever ; any  and  all  liability  of  incorporators, 
stockholders,  directors  and  officers  of  the  Company  being  hereby  waived  and 
released. 

This  bond  shall  pass  by  delivery,  unless  registered  in  the  owner’s  name,  on 
the  books  of  the  Company,  at  the  office  of  the  Trustee,  in  the  City  of  Chicago, 
such  registration  being  noted  on  the  bond  by  said  Trustee,  after  which  no 
transfer  shall  be  valid  unless  made  on  said  books  in  the  manner  prescribed  in 
said  Indenture,  and  similarly  noted  on  the  bond,  but  the  same  may  be  dis- 
charged from  registry  by  being  transferred  in  like  manner  to  bearer,  after 
which  transferability  by  delivery  shall  be  restored,  and  again,  from  time  to 
time,  it  may  be  registered  or  transferred  to  bearer  as  before.  Such  registra- 
tion, however,  shall  not  affect  the  transferability  of  the  coupons  for  the  interest 
hereon  by  delivery  merely,  and  payment  to  the  bearer  therof  shall  discharge 
the  Company  in  respect  of  the  interest  therein  mentioned,  whether  or  not  the 
bond  shall  have  been  registered.  Neither  this  bond,  nor  any  of  the  coupons 
for  interest  thereon,  shall  become  or  be  valid  until  this  bond  shall  have  been 
authenticated  by  the  certificate  endorsed  hereon,  duly  signed  by  the  Trustee, 
under  said  Indenture. 

IN  WITNESS  WHEREOF  the  MOBILE  GAS  COMPANY  has  caused 
these  presents  to  be  signed  by  its  President,  and  its  corporate  seal  to  be  here- 
unto affixed,  and  to  be  attested  by  its  Secretary,  and  the  coupons  for  such 
interest  bearing  the  lithographed  fac-simile  signature  of  its  Treasurer  to  be 
attached  hereto,  on  this  first  day  of  January,  A.  D.  1910. 

Mobile  Gas  Company, 

By 


President. 


Attest : 


Secretary. 


orm  of  coupon. 


(Form  of  Coupon.) 


No $25.00 

On  the  first  day  of  19....  (unless  the  bond  herein  men- 


tioned shall  have  been  previously  redeemed),  the  Mobile  Gas  Company  will 
pay  to  bearer  Twenty-five  Dollars  in  gold  coin,  at  CENTRAL  TRUST  COM- 
PANY OF  ILLINOIS,  Chicago,  Illinois,  or  at  the  First  National  Bank  in 
the  City  of  New  York,  without  deduction  for  taxes,  being  six  months’  interest 

due  that  day  on  its  First  Mortgage  Five  Per  Cent.  Gold  Bond  No 

subject  to  all  of  the  terms  of  said  bond  and  of  the  Indenture  therein  mentioned. 


(Trustee’s  Certificate.) 


T reasurer. 


This  is  to  certify  that  this  bond  is  one  of  the  series  of  bonds  described 
in  the  mortgage  or  deed  of  trust  within  mentioned. 

Central  Trust  Company  of  Illinois, 

By , 

Secretary. 
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And  Whereas,  in  pursuance  of  the  resolutions  of  the  Board 
Directors,  and  also  of  the  stockholders  of  the  Gas  Company, 
duly  adopted  at  meetings  of  said  Board  of  Directors  and  of 
the  stockholders,  severally  and  separately  called  and  held,  and 
in  pursuance  of  all  and  every  legal  power  and  authority  in  it 
vested,  the  Gas  Company  proposes  to  make,  execute  and  deliver 
bonds  hereby  secured  as  hereinabove  and  hereinafter  more  par- 
ticularly set  forth;  and 

Whereas,  all  things  necessary  to  make  said  bonds,  when  is- 
sued and  certified  by  the  Trustee,  the  valid,  binding,  legal,  nego- 
tiable obligations  of  the  Company,  and  this  indenture  a valid 
mortgage  or  deed  of  trust  to  secure  the  payment  thereof,  have 
been  done,  happened,  and  been  performed,  and  the  execution 
and  issue  of  said  bonds  and  of  this  indenture,  have  in  all  re- 
spects been  duly  authorized,  and  the  Company  desires,  from 
time  to  time,  to  issue  and  dispose  of  its  bonds  herein  referred 
to  and  described; 

Now,  Therefore,  This  Indenture  Witnesseth  : 

That  in  consideration  of  the  premises  and  of  the  sum  of  one  Granting  clause, 
dollar,  lawful  money  of  the  United  States  of  America,  in  hand 
paid  by  the  Trustee,  party  of  the  second  part,  to  the  Gas  Com- 
pany,  party  of  the  first  part,  at  or  before  the  ensealing  and  de- 
livery of  these  presents,  the  receipt  whereof  is  hereby  acknowl- 
edged, and  in  order  to  secure  the  due  and  punctual  payment  of 
said  several  bonds  and  the  interest  thereon,  the  Gas  Company, 
party  of  the  first  part,  has  granted,  bargained,  sold,  trans- 
ferred, assigned  and  conveyed,  and  by  these  presents  does 
grant,  bargain,  sell,  transfer,  assign  and  convey  unto  the  party 
of  the  second  part,  Trustee  as  herein  provided  and  its  respect- 
ive successors  in  the  trust  hereby  created,  with  full  power  of 
succession  to  and  enjoyment  of  the  privileges  and  franchises  of 
the  party  of  the  first  part,  all  of  the  following  described  rights, 
franchises,  properties  and  estates,  to-wit : 

1st.  All  the  rights,  franchises,  contracts,  ordinances,. liberties 
and  privileges  of  the  party  of  the  first  party  hereto,  whether 
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Description  of 
property  con- 
veyed. 


now  owned  by  it  or  hereafter  acquired  by  it,  together  with 
the  rents,  issues  and  profit  thereof. 

2nd.  All  of  the  real  and  personal  property  of  every  kind  and 
character  of  the  Gas  Company,  party  of  the  first  part,  whether 
now  owned  by  it  or  hereafter  acquired  by  it,  together  with  the 
rents,  issues  and  profits  thereof,  including  all  rights  of  way, 
buildings,  plants,  machinery,  apparatus,  equipments,  appli- 
ances, conduits,  pipes,  pipe  lines,  mains,  wires,  poles,  tools, 
fuel,  supplies,  furniture,  fixtures  and  all  real  and  personal 
property  of  every  kind  and  character  connected  with  or  ap- 
purtenant to  or  obtained  for  or  in  connection  with  the  plants 
and  works  of  the  party  of  the  first  part  for  the  manufacture, 
distribution  and  supply  of  gas,  electricity,  oil  or  heat  for  any 
and  all  purposes,  wherever  located,  whether  now  owned,  leased 
or  held  by  the  party  of  the  first  part,  or  hereafter  acquired  by 
it,  and  particularly  including  all  of  the  following  described 
real  estate,  to-wit: 

(a)  All  and  singular  that  tract  of  land  constituting  a part 
of  the  “William  Fisher  claim”  described  as  follows,  viz.: 
Beginning  at  an  iron  pipe  six  feet  six  inches  in  length,  set  at 
the  northeast  corner  of  William  Fisher’s  claim  and  running 
thence  north  CO  degrees  west  two  and  08/100  chains,  thence 
south  54  degrees  west,  twenty-seven  50/100  chains  to  Bayou 
Marmotte  (fifty  links  north  of  Stone  street),  thence  with  the 
meanders  of  said  bayou  as  follows:  North  274  degrees  east 
2 90/100  chains,  north  61  degrees  east  1 50/100  chains,  north  5 
degrees  east  2 chains,  north  23  degrees  east  1 50/100  chains, 
north  234  degrees  east  2 27/100  chains,  north  30  degrees  east 
2 11/100  chains,  north  654  degrees  west  50/100  chains,  north 
18  degrees  east  1 13/100  chains,  north  15  degrees  east  1 10/100 
chains,  north  1 02/100  chains,  north  574  degrees  east  82/100 
chains,  north  35  degrees  west  1 chain,  north  41  degrees  west 
91/100  chains,  north  11}  degrees,  west  1 20/100  chains,  north 
44  degrees  east  68/100  chains,  north  8 degrees  west  69/100 
chains,  north  57  degrees  west  80/100  chains  north  104  degrees 
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east  1 chain,  north  26  degrees  east  1 chain,  north  16  degrees 
west  80/100  chains,  north  38  degrees  west  1 chain,  north  10 
degrees  west  63/100  chains,  north  491  degrees  west  70/100 
chains,  north  33  degrees  east  1 50/100  chains,  north  55  degrees 
east  1 chain,  north  34  degrees  west  1 chain,  north  201  degrees 
cast  30/100  chains  to  the  place  of  beginning,  containing  seven 
23/100  acres;  also  the  following  piece  and  parcel,  beginning 
at  the  southeast  corner  of  the  said  “Fisher’s  claim”  and  run- 
ning north  60  degrees  west  2 08/100  chains  to  a stake,  thence 
north  51  degrees  east  2 50/100  chains  to  Bayou  Marmotte  and 
thence  with  the  said  Bayou  south  481  degrees  east  2 08/100 
chains,  thence  south  2 15/100  chains  to  the  place  of  beginning, 
containing  40/100  of  an  acre;  the  whole  of  the  parcels  above 
described  making  7 63/100  acres;  being  the  same  property 
conveyed  by  Joseph  Krebs  and  wife  to  James  H.  Caldwell  by 
deed  bearing  date  first  day  of  December,  1836,  and  of  record 
in  the  Probate  Court  of  Mobile  County  in  Book  T,  pp.  78,  79. 

(b)  Also  the  following  described  lots  of  land,  viz.:  Seven 

lots,  numbered  one,  two,  three,  four,  five,  six  and  seven  in 
square  number  two;  lots  number  one,  two  and  three,  having 
each  a front  of  forty-one  9/12  feet  on  Stone  street  by  a depth 
of  one  hundred  and  ten  feet  to  lot  number  4 in  same  square; 
lots  number  four,  five,  six  and  seven  having  each  a front  of 
forty-five  6/12  feet  on  Marmotte  Alley  by  a depth  of  one 
hundred  and  twenty-five  6/12  feet  to  the  gas  works  property, 
and  bounded  as  follows,  to-wit:  North  by  Chestnut  Alley, 

east  by  the  gas  works  property,  south  by  Stone  Street  and 
west  by  Marmotte  Alley,  said  seven  lots  comprising  the  whole 
of  square  number  two,  which  property  was  conveyed  to  said 
James  IJ.  Caldwell  and  others  by  Helair  Krebs,  Administrator, 
with  the  will  annexed  of  Bene  Krebs,  deceased,  by  deed  bear- 
ing date  the  fifth  day  of  April,  1854,  and  of  record  in  the  Pro- 
bate Court  of  Mobile  County  in  Book  No.  8,  N.  S.,  pp.  69,  70,  71. 

(c)  All  and  singular  that  certain  piece,  parcel  or  lot  of 
land  situate,  lying  and  being  in  the  City  of  Mobile,  and  de- 
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scribed  as  follows,  to-wit:  On  the  northeast  corner  or  inter- 
section of  Chestnut  and  the  street  now  or  formerly  known  as 
Fifth  Street,  having  a front  on  Chestnut  Street  of  55  feet  and 
extending  northwardly  on  the  street  now  or  formerly  known 
as  Fifth  Street  for  a depth  of  110  feet,  having  the  same  width 
in  rear  as  in  front,  and  being  the  same  property  which  was 
conveyed  to  the  Mobile  Gas  Light  & Coke  Company  by  Thomas 
K.  Irwin  and  wife,  by  deed  dated  October  5,  1868,  and  recorded 
in  the  office  of  the  Judge  of  Probate  of  Mobile  County,  Ala- 
bama, on  the  13tli  day  of  October,  1868,  in  Deed  Book  No.  24 
N.  S.,  pp.  608  and  609. 

(d)  All  of  the  gas  works,  buildings,  structures,  erections 
and  constructions  now  or  hereafter  placed  on  the  above  de- 
scribed real  estate,  with  their  fixtures. 

3rd.  All  of  the  engines,  furnaces,  boilers,  machinery,  shaft- 
ing, belting,  retorts,  tanks,  condensers,  pumps,  steam  holders, 
gas  holders,  exhausters,  purifiers,  reservoirs,  expansion  tanks, 
gas  mains  and  pipes,  tunnels,  service  pipes,  pipe  lines,  fittings, 
gates,  valves,  connections,  implements,  gas  meters,  lamps,  and 
all  other  appliances,  instruments  and  appurtenances  now 
owned  by  the  Gas  Company  or  hereafter  to  be  acquired  by  it, 
and  constituting  or  to  constitute  a part  of  its  gas  works,  or 
equipment,  or  used  or  provided  for  use  in,  or  appurtenant  to, 
the  production,  distribution  and  sale  of  gas  and  its  by-products 
and  residual  products,  within  the  limits  of  the  City  and  County 
of  Mobile  in  the  State  of  Alabama  and  their  vicinities,  and 
all  stores,  repair  parts,  stock  in  trade,  material  and  supplies 
acquired  or  to  be  acquired  by  the  Gas  Company  in  connection 
with  its  said  business. 

4th.  All  of  the  easements,  rights,  powers,  privileges,  fran- 
chises, licenses,  immunities  and  concessions  of  the  Gas  Com- 
pany to  lay  gas  mains  and  pipes,  and  to  repair  and  maintain 
the  same,  in,  under,  over,  upon  or  across  the  streets,  alleys, 
sidewalks,  bridges,  highways  and  other  public  places  of  the 
City  and  County  of  Mobile,  in  the  State  of  Alabama,  or  in, 


9 


under,  upon,  over  or  across  any  private  property  in  said  City 
or  County,  meaning  and  intending  to  include  all  such  rights, 
privileges,  franchises,  concessions,  easements,  powers,  licenses 
and  concessions  conferred  upon  it  by  ordinance  or  resolution 
of  the  City  or  Port  of  Mobile,  or  both,  or  by  order,  resolution,  # 

or  grant  of  the  corporate  authorities  of  the  County  of  Mobile, 
or  by  virtue  of  the  charter  or  act  of  incorporation  of  the  Mobile 
Gas  Light  and  Coke  Company  or  of  the  Electric  Lighting 
Company  of  Mobile,  or  by  any  private  person  or  body  cor- 
porate, or  in  whatsoever  manner  acquired  or  held. 

5th.  All  of  the  incomes,  revenues,  contributions,  receipts, 
gas  rents,  returns,  contracts,  leases,  claims,  accounts,  de- 
mands, clioses  in  action,  books  of  account  and  contract  rights 
of  all  kinds  belonging  to  the  Gas  Company,  and  all  other 
property  of  any  and  every  kind  and  description,  real,  personal 
and  mixed,  of  the  Gas  Company,  wheresoever  the  same  may 
be  situated,  and  not  hereinbefore  specified  or  referred  to,  with 
all  tenements,  hereditaments  and  appurtenances  thereunto  be- 
longing or  in  anywise  appertaining  and  the  reversion  or  re- 
versions, remainder  or  remainders,  rents,  issues,  and  profits 
thereof,  together  with  all  of  the  good  will  of  the  business  of 
the  Gas  Company. 

6th.  All  of  the  property,  real,  personal  and  mixed,  of  all 
kinds,  whatsoever,  including  rights,  privileges,  ordinances,  im- 
munities, and  franchises,  which  the  Gas  Company  may  here- 
after acquire,  or  to  which  it  may  hereafter  become  entitled. 

To  Have  and  to  Hold  the  said  lands,  gas  works,  real  and  j’lCsecu'rity  0ffUst 
personal  property,  rights,  privileges,  franchises,  estate  and  bond5' 
appurtenances  hereby  conveyed  or  assigned,  or  mentioned  and 
intended  so  to  be,  as  wTell  as  all  such  after  acquired  property, 
unto  the  Trustee,  and  to  its  successor  or  successors  in  the  trust 
hereby  created,  forever,  but  in  trust,  nevertheless,  for  the 
equal,  proportionate  benefit  and  security  of  any  and  all  bonds 
issued  and  to  be  issued  hereunder,  without  regard  to  the  time 
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of  the  actual  issue  of  said  bonds,  so  that  each  of  said  bonds 
shall  have,  under  and  by  virtue  of  this  Indenture,  the  same 
right,  lien  and  privilege  as  every  other  bond  issued  and  to  be 
issued  hereunder,  and  as  though  all  had  been  executed  and  de- 
livered simultaneously  with  the  execution  and  delivery  of  this 
Indenture. 

And  it  is  hereby  covenanted  and  agreed  that  all  said  bonds 
hereby  secured  shall  be  issued,  certified  and  delivered,  received 
and  negotiated,  and  that  the  mortgaged  property  and  premises 
are  hereby  conveyed,  assigned  and  transferred  by  the  Gas 
Company  to  the  Trustee,  subject  to  the  further  covenants,  con- 
ditions, uses  and  trusts  hereinafter  set  forth,  and  it  is  cove- 
nanted and  agreed  between  the  parties  hereto  as  follows: 


ARTICLE  I. 

Section  1.  All  bonds  to  be  secured  hereby  shall  be  signed 
by  the  President,  or  one  of  the  Vice-Presidents,  of  the  Gas 
Company,  and  the  corporate  seal  of  the  Gas  Company  shall 
be  thereto  affixed  by  the  Secretary  or  an  Assistant  Secretary 
of  the  Gas  Company.  In  case  the  officers,  who  shall  sign  and 
seal  any  of  said  bonds  as  aforesaid,  shall  cease  to  be  such 
officers  of  the  Gas  Company,  after  delivery  of  such  bonds  to 
the  Trustee,  but  before  the  bonds  so  signed  and  sealed  shall 
have  been  actually  authenticated  and  redelivered  by  the  Trus- 
tee, such  bonds  may,  nevertheless,  upon  the  request  of  the 
Gas  Company,  be  issued,  authenticated,  and  delivered  as 
though  the  persons  who  signed  and  sealed  such  bonds  had 
not  ceased  to  be  officers  of  the  Gas  Company. 

The  coupons  to  be  attached  to  said  bonds  shall  be  authenti- 
cated by  the  engraved  or  lithographed  signature  of  the  present 
Treasurer  or  any  future  Treasurer  of  the  Gas  Company,  if 
being  intended  that  the  Gas  Company  may  adopt  and  use  for 
that  purpose  the  engraved  or  lithographed  signature  of  any 
such  Treasurer,  notwithstanding  that  he  may  have  ceased  to 
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be  the  Treasurer  of  the  Gas  Company  at  the  time  when  said 
bonds  shall  be  actually  authenticated  and  delivered.  All  of 
said  bonds,  when  executed  by  the  Gas  Company,  shall  be  de- 
livered to  the  Trustee  to  be  authenticated  by  it,  and  the  Trus- 
tee shall  authenticate  and  deliver  the  same  only  as  provided 
iu  this  Article. 

Only  such  bonds  as  shall  bear  thereon  the  certificate  of  the 
Trustee,  duly  signed,  shall  be  secured  by  this  Indenture,  or 
entitled  to  any  lien  or  benefit  hereunder;  and  such  certificate 
of  the  Trustee,  upon  any  such  bond  executed  on  behalf  of  the 
Gas  Company,  shall  be  conclusive  evidence  that  the  bond  so 
authenticated  has  been  duly  issued  hereunder,  and  is  entitled 
to  the  benefits  of  the  trust  hereby  created.  The  aggregate 
amount  of  all  the  bonds  which  may  be  issued  and  outstanding 
under  this  Indenture  shall  not,  at  any  time,  exceed  three  mil- 
lion dollars  ($3,000,000). 

Sec.  2.  Bonds  to  the  aggregate  amount  of  five  hundred 
and  fifty  thousand  dollars  ($550,000),  numbered  from  1 to  550, 
both  inclusive,  shall  forthwith  be  executed  by  the  Gas  Com- 
pany and  delivered  to  the  Trustee  for  authentication,  and  the 
Trustee  shall  (without  awaiting  the  recording  of  this  Inden- 
ture) authenticate  and  deliver  the  same  to  or  upon  the  order 
of  the  Gas  Company,  signed  bv  its  President  or  a Vice  Presi- 
dent and  its  Secretary,  or  an  Assistant  Secretary;  without 
any  obligation  on  the  part  of  the  Trustee  to  see  to  the  use  or 
application  of  said  bonds  or  their  proceeds. 

Until  the  bonds  intended  to  be  secured  hereby  can  be  en- 
graved and  prepared,  the  Gas  Company  may  execute  and  de- 
liver certificates  entitling  the  holder  thereof  to  receive  a speci- 
fied amount  of  the  bonds  to  be  issued  hereunder  and  secured 
hereby,  as  and  when  the  same  are  ready  for  delivery.  Such 
certificates  shall  be  in  such  form  as  shall  be  approved  by  the 
Gas  Company  and  may  be  issued  in  such  amounts  as  the  Gas 
Company  shall  from  time  to  time  determine,  not  exceeding,  in 
the  aggregate,  the  amount  of  bonds  authorized  to  be  issued 
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from  time  to  time  under  the  provisions  of  this  indenture.  Each 
such  certificate  shall  be  authenticated  by  the  Trustee  as  one 
of  the  temporary  bond  certificates  referred  to  in  this  inden- 
ture, and  shall  not  be  valid  unless  so  authenticated,  and  such 
certificates  shall  only  be  transferable  in  such  manner  as  may 
be  specified  in  such  certificates.  Such  certificates  so  issued 
shall,  upon  the  surrender  thereof  to  the  Gas  Company,  be  ex- 
changeable for  the  bonds  to  be  issued  under  and  secured  by  this 
indenture,  and  upon  any  such  exchange  such  certificates  shall 
be  forthwith  canceled  by  the  Trustee  and  delivered  to  the  Gas 
Company.  Until  so  exchanged,  the  holders  of  said  certificates 
shall  be  in  all  respects  entitled  to  the  same  rights,  lien,  benefit 
and  security  as  though  they  were  the  holders  of  bonds  issued 
and  certified  under  this  indenture  to  the  amounts  specified  in 
such  respective  certificates. 

Remaining  bonds  Sec.  3.  The  remaining  two  million  four  hundred  and 

held  in  escrow.  . » . 

fifty  thousand  dollars  ($2,450,000)  in  amount  of  said  bonds 
(being  bonds  numbered  551  to  3000,  both  inclusive,  of  the  de- 
nomination of  $1000  each)  shall  remain  in  escrow  with  said 
Trustee,  and  shall  be  hereafter,  from  time  to  time,  certified  and 
delivered  by  said  Trustee  to  the  Gas  Company,  or  its  order,  in 
such  quantities  as  may  be  required  to  reimburse  the  Gas  Com- 
pany (taking  said  bonds  at  their  face  value)  for  not  exceeding 
eighty  (80)  per  cent,  of  the  actual  and  reasonable  cost  to  the 
Gas  Company  of  any  permanent  extensions,  additions,  or  im- 
provements to  its  present  plant  or  property  hereafter 
made,  or  of  any  additional  equipment  or  other  prop- 
erty hereafter  acquired  by  it  (through  construction, 
purchase  or  otherwise)  as  and  for  a part  of  its  permanent 
or  fixed  investment  for  its  business,  above  and  beyond  its 
present  plant  and  property;  provided,  however,  and  the  right 
of  the  Gas  Company  to  have  bonds  certified  and  delivered 
to  it  by  said  Trustee  under  this  clause  shall  be  so  limited  that 
no  bonds  shall  be  so  certified  and  delivered  unless  the  gross 
earnings  of  the  company  derived  exclusively  from  the  sales  of 
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gas  for  the  twelve  calendar  months  next  preceding  any  re- 
quest for  such  bonds,  or  any  part  thereof,  shall  be  at  least 
four  and  one-half  times  the  interest  charges  on  all  bonds  out- 
standing (including  those  so  requested  to  be  issued)  at  the 
time  of  such  request;  and  provided  also,  that  for  such  period 
the  net  earnings  of  the  Gas  Company  after  deducting  all  operat- 
ing expenses,  taxes,  insurance  and  reasonable  charges  for  main- 
tenance, replacements  and  depreciation,  shall  have  amounted 
to  a sum  which  is  equal  to  or  in  excess  of  ten  (10)  per  cent, 
of  the  face  value  of  all  the  bonds  hereby  secured  and  outstand- 
ing at  the  time  of  any  such  request,  together  with  a sum  equal 
to  or  in  excess  of  ten  (10)  per  cent,  of  the  face  value  of  the 
additional  bonds  so  requested  to  be  certified  and  issued,  such 
showing  as  to  earnings  to  be  included  in  the  affidavit  accom- 
panying the  request  for  any  of  such  bonds  as  hereinafter  pro- 
vided. 

It  is  expressly  understood  and  agreed,  however,  that  none 
of  said  escrow  bonds  shall  be  certified  and  delivered  to  said  Gas 
Company  except  upon  the  request  of  the  Gas  Company,  which 
request  shall  be  evidenced  by  (a)  a certified  copy  of  a reso- 
lution of  its  board  of  directors  directing  the  issuance  thereof, 
to  whom  the  same  are  to  be  delivered  and  the  purpose  for 
which  they  are  issued;  (b)  a certificate  signed  by  the  Presi- 
dent or  Vice-President  of  the  Gas  Company,  attested  by 
the  Secretary  or  Assistant  Secretary,  under  the  corporate 
seal  of  the  Gas  Company  and  verified  by  the  affidavit  of  the 
manager  or  engineer  of  the  Gas  Company  giving  an  itemized 
statement  of  the  expenditures  for  which  the  Gas  Company 
seeks  partial  reimbursement  as  aforesaid,  stating  the  gross 
and  net  earnings  of  the  Gas  Company  for  the  period  herein- 
above required,  and  further  stating  that  all  of  the  property, 
plant  or  equipment  acquired  by  such  expenditures  has  become 
subject  to  the  lien  of  this  mortgage  or  deed  of  trust  as  a first 
charge  and  lien  thereon. 

The  request  of  the  Gas  Company,  and  the  cer- 
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tificate  and  affidavit  of  its  officers  as  aforesaid,  shall 
constitute  a sufficient  warrant,  direction  or  justifica- 
tion to  the  Trustee  for  certifying  and  delivering  to  the  Gas 
Company  any  escrow  bonds  requested  of  it  under  the  fore- 
going provisions  of  this  clause,  and  due  and  sufficient  evidence 
of  the  facts  therein  stated;  but  said  Trustee,  before  certifying 
any  such  bonds,  may,  in  its  discretion,  require  in  addition  to 
such  request  and  affidavit,  the  production  of  vouchers,  the  in- 
spection by  its  engineers  of  the  property  and  by  its  auditor 
or  representatives  of  the  books  of  account  of  the  Gas  Com- 
pany, and  may  require,  in  its  discretion,  such  further  or  addi- 
tional evidence  as  it  deems  proper  or  necessary  all  at  the  rea- 
sonable expense  of  the  Gas  Company. 

Expenditures  once  used  or  included  as  a basis  for  the  cer- 
tification and  issue  of  any  bonds  under  this  article,  shall  not 
again  be  used  or  included  as  a basis  for  the  certification  and 
issue  of  any  bonds  hereunder. 

Upon  certifying,  or  delivering  any  bonds  under  this  mort- 
gage or  trust  deed  all  coupons  thereon  then  matured  shall  be 
detached  and  canceled  by  the  Trustee  and  by  the  Trustee  de- 
livered to  the  Gas  Company. 

Sec.  4.  In  case  any  bond  issued  hereunder,  with  the  cou- 
pons thereto  pertaining,  shall  become  mutilated,  or  destroyed, 
the  Gas  Company  may,  in  its  discretion,  issue,  and  the  Trus- 
tee shall  thereupon  certify,  a new  bond  of  like  tenor  and  date, 
including  coupons,  and  bearing  the  same  serial  number,  in  ex- 
change and  in  substitution  for,  and  upon  cancellation  of,  the 
mutilated  bond  and  its  coupons,  or  in  lieu  of  and  substitution 
for  the  bond  and  its  coupons  so  destroyed,  upon  receipt  of  sat- 
isfactory evidence  of  the  destruction  of  such  bond  and  its 
coupons,  and  receipt  also  of  satisfactory  indemnity.  The  Trus- 
tee shall  incur  no  liability  for  anything  done  by  it  under  this 
section. 

Sec.  5.  Nothing  in  this  Indenture,  expressed  or  implied,  is 
intended  or  shall  be  construed  to  confer  upon  any  person, 
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firm  or  corporation,  other  than  the  parties  hereto,  and  the 
holders  of  the  bonds  issued  under  and  secured  by  this  Inden- 
ture, any  right,  remedy  or  claim,  legal  or  equitable,  under  or 
by  reason  of  this  Indenture,  or  any  covenant,  condition  or  stip- 
ulation hereof;  this  Indenture,  and  all  its  covenants,  conditions 
and  stipulations,  being  intended  to  be,  and  being,  for  the  sole 
and  exclusive  benefit  of  the  parties  hereto,  and  of  the  holders 
from  time  to  time  of  the  bonds  hereby  secured. 

ARTICLE  1 1. 

Section  1.  The  Gas  Company  covenants  that  it  will  duly  Covenant  to  pay 

principal  and 

and  punctually  pay  the  principal  and  interest  of  every  bond  interest, 
issued  hereunder  and  secured  hereby,  at  the  dates  and  places 
and  in  the  manner  specified  in  such  bond,  or  in  the  coupons 
thereto  belonging,  according  to  the  true  intent  and  meaning 
thereof,  without  deduction  from  either  principal  or  interest 
for  any  tax  imposed  by  the  United  States,  or  by  any  State,  ter- 
ritory, county,  city,  village,  township  or  other  municipality  or 
governmental  Subdivision,  and  which  the  Gas  Company  may 
be  required  to  pay  thereon,  or  to  deduct  or  retain  therefrom, 
under  or  by  reason  of  any  present  or  future  law,  the  Gas  Com- 
pany hereby  agreeing  to  pay  all  such  taxes.  The  interest  on 
the  bonds  shall  be  payable  only  upon  presentation  of  the  sev- 
eral coupons  for  such  interest  as  they  respectively  mature,  and, 
when  paid,  such  coupons  shall  forthwith  be  cancelled.  At  all 
times  until  the  full  payment  of  the  principal  of  the  bonds  se- 
cured by  this  Indenture,  the  Gas  Company  will  keep  an  office 
or  agency  in  the  City  of  Chicago  and  in  the  City 
of  New  York  where  bonds  and  interest  coupons  may 
be  presented  for  payment,  and  where  notices  or  de- 
mands in  respect  of  said  bonds  or  coupons,  and  all  other 
notices  or  demands  hereunder,  may  be  served,  and,  from  time 
to  time,  the  Gas  Company  will  give  written  notice  to  the  Trus- 
tee, of  the  location  of  such  office  or  agency.  In  case  the  Gas 
Company  shall  fail  to  do  so,  presentation  and  demand  may  be 
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made,  and  notices  may  be  served,  at  tlie  office  of  the  Trustee 
in  the  City  of  Chicago. 

Sec.  2.  The  Gas  Company,  at  the  office  of  the  Trustee,  in 
tiie  City  of  Chicago,  will  keep  a register  or  registers  for  the 
registration  and  transfer  of  bonds  issued  hereunder,  in  which 
the  Trustee  will  register,  subject  to  such  reasonable  regula- 
tions as  it  may  prescribe,  any  bonds  issued  hereunder  and  se- 
cured hereby. 

Upon  presentation  to  the  Trustee,  at  its  office  in  Chicago, 
Illinois,  of  any  such  registered  bond,  accompanied  by  the  de- 
livery of  a written  instrument  of  transfer  in  the  form  approved 
by  the  Gas  Company  or  the  Trustee,  executed  by  the  registered 
holder,  and  the  payment  of  the  Trustee’s  reasonable  charge, 
such  bond  may  be  transferred  upon  such  register  by  the  regis- 
tered holder,  in  person  or  by  attorney,  and  such  transfer  shall 
be  noted  by  the  Trustee  upon  the  register  and  upon  the  bond. 
The  registered  holder  of  any  such  registered  bond  shall  also 
have  the  right  to  cause  the  same  to  be  registered  as  payable 
to  bearer,  in  which  case  transferability  by  delivery  shall  lie 
restored,  and  thereafter  the  principal  of  such  bond,  when  due, 
shall  be  payable  to  the  person  presenting  the  bond,  but  any 
such  bond  registered  as  payable  to  bearer  may  be  registered 
again  in  the  name  of  the  holder,  with  the  same  effect  as  a first 
registration  thereof.  Successive  registrations  and  transfers 
as  aforesaid  may  be  made,  from  time  to  time  as  desired,  and 
each  registration  of  a bond  shall  be  noted  by  the  Trustee  on 
the  bond.  "Registration  of  any  bond,  however,  shall  not  af- 
fect the  transferability  of  any  coupon  thereto  belonging,  by  de- 
livery merely,  and  payment  to  the  bearer  of  any  such  coupon 
shall  discharge  the  Gas  Company  in  respect  of  the  interest 
therein  mentioned,  whether  or  not  the  bond  shall  have  been 
registered. 

Sec.  3.  The  Gas  Company  promises,  covenants,  and  agrees 
with  the  Trustee  its  successor  and  successors  that  so  long  as 
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any  of  the  bonds  to  be  issued  under  this  mortgage  or  deed  of 
trust  or  the  interest  to  accrue  thereon  shall  be  outstanding  or 
unpaid : 

(a)  It  shall  and  will,  from  time  to  time,  promptly  pay  and 
discharge  or  cause  to  be  paid  and  discharged  all  taxes,  rates, 
lawful  levies  or  assessments  and  charges,  special  or  general, 
ordinary  or  extraordinary,  levied  or  imposed  upon  the  said 
mortgaged  premises  and  property,  or  any  part  thereof,  the 
lien  whereof  might  or  could  be  held  to  be  prior  or  equal  to  the 
lien  of  these  presents,  so  that  the  same  shall  not  fall  into  ar- 
rears, and  so  that  the  priority  of  this  mortgage  shall  be  duly 
preserved;  provided,  however,  that  nothing  contained  in  this 
section  shall  require  the  Gas  Company  to  pay  such  tax,  assess- 
ment, impost  or  charge  so  long  as  the  Gas  Company  shall  in 
good  faith  and  by  appropriate  legal  proceedings  contest  the 
validity  thereof,  or  its  being  a charge  on  the  property  covered 
by  this  Indenture  and  so  long  as  such  delay  in  payment  shall 
not  subject  the  property  to  forfeiture  or  sale.  If  the  Gas  Com- 
pany shall  fail  to  keep  this  covenant  the  Trustee  may  aud 
upon  the  request  of  the  holders  of  one  or  more  of  the  bonds 
secured  hereby  and  upon  being  provided  with  adequate  funds 
for  that  purpose  shall  pay  such  taxes,  assessments,  and 
charges;  and  all  amounts  so  paid  with  interest  at  five  per 
centum  per  annum  shall  be  a charge  upon  the  property  hereby 
mortgaged  prior  to  the  bonds  secured  hereby,  and  may  be 
forthwith  sued  for  and  recovered  of  the  Gas  Company  in  an 
appropriate  action  for  that  purpose. 

(b)  At  its  own  cost  and  expense  it  will  do  and  cause  to  be 
done,  all  things  necessary  to  preserve  and  keep  in  full  repair 
and  efficiency  and  in  full  force  and  effect  all  said  premises, 
property,  rights,  privileges,  municipal  ordinances  and  fran- 
chises and  all  things  necessary  to  preserve  and  keep  valid  and 
intact  the  lien  and  incumbrance  hereby  created,  and  that  it 
shall  and  will  diligently  preserve  all  rights,  franchises  and 
privileges  to  it  granted  and  confirmed  by  law  or  otherwise,  and 
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whenever  necessary  or  advisable  will  comply  with  the  laws  of 
the  State  of  Alabama  and  with  the  laws  of  any  other  State, 
and  of  the  United  States,  in  such  manner  and  form  as  counsel 
learned  in  the  law  shall  advise;  and  that  it  shall  not  and  will 
not  do  or  suffer  any  matter  or  thing  whatsoever,  whereby  the 
lien  of  this  mortgage  might  or  could  be  lost  or  impaired,  until 
the  said  bonds  hereby  secured,  with  all  the  interest  accrued 
thereon,  shall  have  been  fully  paid  and  satisfied. 

(c)  It  will  at  all  times  keep  itself  supplied  with  equipment, 
apparatus  and  appliances  sufficient  to  maintain  full  and  com- 
plete efficiency  for  the  purpose  of  its  corporate  existence,  and 
that  this  mortgage  shall  he  a first  and  prior  lien  thereon;  that 
it  will  at  all  times  keep  all  of  the  apparatus,  appliances  and 
other  equipment  which  shall  come,  or  is  intended  to  come,  un- 
der the  lien  of  this  mortgage  or  deed  of  trust  in  good  order, 
complete  repair  and  good  working  condition;  that  it  will  re- 
new and  replace  from  time  to  time  such  of  the  apparatus,  ap- 
pliances and  equipment  as  may  be  worn  out,  lost  or  destroyed, 
so  that  at  all  times  during  the  life  of  this  mortgage  or  deed 
of  trust  such  apparatus,  appliances  and  equipment  shall  be 
undiminished  in  amount  and  value.  This  mortgage  or  deed  of 
trust  is  intended  to  be  a first  lien  on  such  new  apparatus,  appli- 
ances and  equipment,  and  said  apparatus,  appliances  and 
equipment  are  to  he  and  shall  immediately  become  subject  in 
all  respects  to  the  terms  of  this  mortgage  or  deed  of  trust,  as 
though  it  had  been  part  of  the  original  apparatus,  appliances 
and  equipment  hereby  mortgaged  or  conveyed.  The  Gas  Com- 
pany shall  from  time  to  time,  whenever  required  by  the  Trus- 
tee or  its  representative  or  representatives,  furnish  a full 
and  complete  statement  of  all  such  apparatus,  appliances  and 
equipment,  and  of  its  financial  and  physical  condition,  and 
shall,  if  requested  by  such  Trustee,  or  its  representative  or 
representatives,  allow  it,  by  a competent  engineer  to  be 
selected  by  such  Trustee,  to  make  full  inspection  of  all  the  ap- 
paratus, appliances  and  equipment  of  the  Gas  Company,  and 
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shall  furnish  all  possible  facilities  to  such  Trustee  for  mak- 
ing such  inspection  the  reasonable  expense  of  such  investiga- 
tion and  examination  to  be  borne  by  the  Gas  Company. 

At  the  close  of  business  in  each  and  every  month  during  the 
life  of  the  bonds  secured  hereby  it  will  furnish  to  the  Trustee 
or  its  representatives,  and  to  its  successors,  a full  and  com- 
plete statement  of  its  operations  for  the  month  then  completed 
and  of  its  financial  conditions.  The  Trustee  may,  however, 
verify  all  such  statements  at  the  expense  of  the  Gas  Company. 

(cl)  When  and  as  the  coupons  attached  to  the  bonds  secured  cancellation  of 
hereby  are  paid  by  it,  the  coupons  shall  be  cancelled,  and  no 
purchase  or  sale  of  said  coupons,  or  advance  or  loan  upon  the 
same,  made  on  behalf  of,  or  at  the  request  of,  or  with  the  pri- 
vity of  the  said  Gas  Company,  and  no  redemption  of  the 
said  coupons  or  any  of  them,  by  any  guarantor  of  the  payment 
of  the  same,  shall  be  taken  or  operate  as  keeping  the  said  cou- 
pons alive  or  in  force  as  a lien  upon  the  mortgaged  premises, 
as  against  the  holders  of  the  bonds  secured  hereby  and  of  the 
coupons  annexed  thereto.  Neither  shall  the  Gas  Company  ex- 
tend or  consent  to  the  extension  of  the  time  of  payment  of  any 
interest  coupon,  and  if  such  extension  be  made  with  or  without 
the  consent  of  the  Gas  Company  such  interest  coupon  and  the 
claim  for  interest  represented  thereby  shall  be  subject  to  prior 
payment  in  full  of  the  principal  of  the  bonds  and  of  the  cou- 
pons whose  payment  shall  not  be  extended. 

( e ) That  it  is  well  seized  of  the  real  estate,  plants  Warranty  of  title, 
and  other  property  above  described  as  of  a good, 
absolute  and  indefeasible  estate,  and  that  said  prop- 
erty is  free  and  clear  of  any  incumbrance,  lien  or  charge; 
that  it  will  not  create,  or  suffer  to  be  created,  any  lien  or 
charge  having  priority  to  or  preference  over  the  lien  of  these 
presents  upon  the  mortgaged  premises,  or  any  part  thereof, 
or  upon  the  income  thereof,  and,  within  three  months  after 
the  same  shall  accrue,  it  will  pay,  or  cause  to  be  discharged, 
or  will  make  adequate  provision  for  the  satisfaction  or  dis- 
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charge  of,  all  lawful  claims  and  demands  of  mechanics,  labor- 
ers and  others,  which,  if  unpaid,  might  be  given  by  law  pre- 
cedence as  a lien  or  charge  upon  said  premises,  or  any  part 
thereof,  or  the  income  thereof.  Provided,  however,  that  noth- 
ing contained  in  this  section  shall  require  the  Gas  Company 
to  pay  any  such  claim  or  demand  so  long  as  the  Gas  Com- 
pany, in  good  faith  and  by  appropriate  legal  proceedings,  shall 
contest  the  validity  thereof,  or  its  being  enforceable  as  a lien 
or  charge  superior  to  this  Indenture,  and  provided  also  that 
such  delay  in  payment  shall  not  subject  the  mortgaged  prop- 
erty to  forfeiture  or  sale. 

(/)  It  will  not  issue,  negotiate,  sell  or  dispose  of  any  bonds 
hereby  secured  in  any  manner  other  than  in  accordance  with 
the  provisions  of  this  mortgage  and  the  agreements  in  that  be- 
half herein  contained,  and  in  issuing,  selling,  negotiating  or 
otherwise  disposing  of  such  bonds  from  time  to  time  it  will  well 
and  truly  apply  or  cause  to  be  applied  the  same  or  the  pro- 
ceeds thereof  to  the  proper  corporate  purposes  of  the  Gas 
Company,  and,  if  the  purposes  for  which  such  bonds  are  to  be 
issued  are  prescribed  hereby,  only  to  and  for  the  purposes  so 
herein  prescribed. 

( g ) It  will  annually,  during  the  month  of  January,  send  to 
the  Trustee  a statement  in  detail  satisfactory  to  the  Trus- 
tee of  its  operations  for  the  preceding  twelve  (12)  months, 
which  shall  include  among  other  things,  the  gross  income  and 
sources  thereof,  operating  expenses  and  cost  of  betterments, 
improvements  and  extensions  made  to  the  corporate  proper- 
ties, and  any  other  data  which  the  Trustee  may  require.  The 
Trustee,  may  however,  at  any  time  by  itself,  its  agent  or  rep- 
resentative, make  an  examination  of  the  corporate  proper- 
ties and  books  of  the  Gas  Company  at  the  Gas  Company’s  ex- 
pense, and  the  Gas  Company  agrees  to  afford  to  the  Trustee 
all  facilities  necessary  for  such  examination. 

Sec.  4.  The  Gas  Company,  its  successors  and  assigns,  from 
time  to  time,  on  written  demand  of  the  Trustee,  or  its  succes- 
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sor  or  successors,  shall  make,  do,  execute,  acknowledge  and  de- 
liver all  such  further  gets,  deeds,  conveyances  and  assurances 
in  the  law,  as  may  be  reasonably  advised  or  required  for  ef- 
fectuating the  intention  of  these  presents,  or  for  the  better  as- 
suring and  confirming  unto  the  Trustee,  and  its  successor  or 
successors  in  the  trust  hereby  created,  upon  the  trusts  and  for 
the  purposes  herein  expressed,  all  and  singular  the  property 
hereby  assigned  and  transferred  to  the  Trustee,  or  intended  so 
to  be,  as  well  that  now  owned  by  the  Gas  Company  as  that 
which  shall  hereafter  be  acquired  by  it. 


ARTICLE  III. 

All  or  any  of  the  bonds  issued  hereunder  and  secured  here- 
by may  be  redeemed  by  the  Gas  Company  on  any  interest  day 
after  January  1,  1915,  at  105  per  centum  of  the  principal,  and 
accrued  interest.  If  the  Gas  Company  shall  elect  to  redeem 
any  of  the  bonds  hereunder,  it  shall  notify  the  Trustee,  at  least 
sixty  days  prior  to  the  interest  date  on  which  it  is  proposed  to 
redeem  said  bonds,  of  the  amount  of  bonds  which  the  Gas 
Company  desires  to  redeem.  The  Trustee  shall  thereupon 
draw  by  lot  a number  of  bonds,  equivalent  to  the  amount  speci- 
fied. If  all  or  any  of  the  bonds  so  selected  by  the  Trustee  be- 
long to  registered  holders,  the  Trustee  shall  thereupon  give 
twenty  days’  notice  in  writing,  by  mail,  to  such  registered 
holders  that  said  bonds  are  called  for  payment  on  the  next 
interest  day  thereafter  ensuing.  If  all  or  any  of  the  bonds 
so  drawn  are  unregistered,  the  Trustee  shall  publish  a notice 
that  said  bonds  'so  selected  are  called  for  payment  on  the 
next  ensuing  interest  day,  at  least  once  a week  for  three  weeks 
in  a newspaper  of  general  circulation  in  the  City  of  Chicago, 
in  the  State  of  Illinois,  and  for  a like  period  in  a newspaper 
of  general  circulation  in  the  City  of  Mobile,  in  the  State  of 
Alabama.  The  notices  to  be  given  hereunder  (unless  the  re- 
demption be  of  the  entire  issue  then  outstanding)  shall  con- 
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tain  the  numbers  of  the  bonds  selected  to  be  called,  and  shall 
state  that  upon  presentation  of  said  bonds,  and  the  appro- 
priate coupons  appertaining  thereto,  for  cancellation,  at  the 
office  of  the  Trustee,  on  or  after  the  next  ensuing  interest  day, 
the  principal  of  said  bonds,  and  the  interest  accruing  thereon 
up  to  such  next  ensuing  interest  day,  after  the  date  of  said 
notice,  will  be  paid  to  the  person  entitled  to  receive  the  same. 

The  Gas  Company  shall,  at  least  thirty  days  previous  to  the 
interest  date  on  which  said  bonds  are  called  for  payment,  de- 
posit with  the  Trustee  a sum  sufficient  to  pay  105  per  centum 
of  the  principal  of  such  bonds  so  called  for  payment,  and  the 
interest  accruing  thereon  to  the  said  interest  date.  Upon  the 
making  of  such  deposit,  prior  to  the  interest  date  when  such 
bonds  are  called  for  payment,  and  the  giving  of  such  notice, 
the  bonds  so  called  for  payment  shall  cease  to  bear  interest  af- 
ter such  interest  date  on  which  they  are  called  for  payment, 
anything  in  said  bonds,  or  the  coupons  appertaining  thereto, 
or  this  Indenture,  to  the  contrary  notwithstanding,  and  the 
holder  of  such  bond  shall  be  bound  to  look  solely  to  the  fund 
in  the  hands  of  the  Trustee  for  the  payment  thereof.  As  and 
when  said  bonds  are  surrendered  to  the  Trustee  they  shall  be 
cancelled  and  delivered  to  the  Gas  Company.  If  any  bond 
called  for  payment  shall  not  be  presented  for  payment  on  the 
next  ensuing  interest  day  after  the  date  of  the  notice  above 
mentioned,  the  Trustee  shall  thereupon  withdraw  from  the 
fund  on  deposit  with  it  the  amount  which  shall  be  due  to  the 
holder  of  such  bond,  and  shall  keep  the  same  separate  and 
apart  from  said  fund  as  a special  trust  (which  shall  not  draw 
interest),  and  shall  pay  the  same  to  the  holder  of  said  bond 
entitled  to  receive  the  same,  upon  presentation  for  cancella- 
tion of  said  bond  and  the  appropriate  coupons.  All  bonds 
so  redeemed  shall  be  cancelled  by  the  Trustee  and  delivered 
to  the  Gas  Company. 


23 


ARTICLT  IV. 

Section  1.  No  coupon  belonging  to  any  bond  hereby  secured, 
which  in  any  way,  at  or  after  maturity,  shall  have  been  trans- 
ferred or  pledged,  separate  or  apart  from  the  bond  to  which 
it  relates,  shall,  unless  accompanied  by  such  bond,  be  entitled, 
in  case  of  a default  hereunder,  to  any  benefit  of  or  from  this 
Indenture,  except  after  the  prior  payment  in  full  of  the  prin- 
cipal of  the  bonds  issued  hereunder  and  of  all  coupons  and  in- 
terest obligations  not  so  transferred  or  pledged. 

Sec.  2.  In  case  default  shall  be  made  (a)  in  the  payment 
of  any  interest  on  any  bond  or  bonds  hereby  secured  and  out- 
standing and  such  default  shall  continue  for  a period  of  three 
months;  or  (b)  in  the  performance  of  any  other  covenant  or 
agreement  herein  contained  to  be  performed  by  the  Gas  Com- 
pany, and  such  default  shall  continue  for  a period  of  three 
months  after  demand  by  the  Trustee  for  performance  there- 
of ; then  and  in  every  such  case,  the  Trustee  may,  and  upon 
the  written  request  of  the  holders  of  twenty-five  per  centum  in 
amount  of  the  bonds  hereby  secured,  and  then  outstanding, 
shall,  by  notice  in  writing,  delivered  to  the  Gas  Company,  de- 
clare the  principal  of  all  the  bonds  hereby  secured  and  then  out- 
standing to  be  due  and  payable  immediately;  and  upon  such 
declaration  the  same  shall  become  and  be  due  and  payable 
immediately,  anything  in  this  Indenture,  or  in  said  bonds,  to 
the  contrary  notwithstanding. 

This  provision,  however,  is  subject  to  the  condition  that  if, 
at  any  time,  the  principal  of  the  said  bonds  shall  have  been 
declared  due  and  payable,  and  all  arrears  of  interest  upon  such 
bonds,  with  interest  at  the  rate  of  five  per  centum  per  annum 
on  the  overdue  installments  of  interest,  shall  either  be  paid 
by  the  Gas  Company,  or  be  collected  out  of  the  mortgaged 
premises,  before  any  sale  of  the  mortgaged  premises  shall  have 
been  made,  and  all  the  other  covenants  and  agreements  liere- 
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in  contained  shall  have  been  performed  by  the  Gas  Company, 
or  their  performance  shall  have  been  waived,  and  all  expenses 
or  liabilities  incurred  by  reason  of  any  action  taken  by  the 
Trustee  upon  account  of  any  such  default  shall  either  have 
been  paid  or  secured  to  the  satisfaction  of  the  Trustee,  then, 
and  in  every  such  case,  the  holders  of  a majority  in  amount 
of  the  bonds  hereby  secured  and  then  outstanding,  by  writ- 
ten notice  to  the  Gas  Company  and  to  the  Trustee,  may  waive 
such  default  and  its  consequences;  but  no  such  waiver  shall 
extend  to  or  affect  any  subsequent  default  or  impair  any  right 
consequent  thereon. 

Right  to  enter  Sec.  3.  In  case  (1)  default  shall  be  made  in  the  payment  of 
the  principal  of  any  bond  hereby  secured;  or  in  case  (2)  de- 
fault shall  be  made  in  the  due  and  punctual  payment  of  the  in- 
terest on  any  bond  hereby  secured,  and  such  default  shall  con- 
tinue, for  a period  of  three  months;  or  in  case  (3)  default  shall 
be  made  in  the  due  observance  or  performance  of  any  other 
covenant  or  condition  hereby  required  to  be  kept  or  performed 
by  the  Gas  Company,  and  such  default  shall  continue  for  three 
months  after  written  demand  of  performance  by  the  Trustee; 
then  and  in  every  such  case  the  Trustee,  personally  or  by  at- 
torney, and  in  its  discretion; 

(a)  May  enter  into  and  upon  all  or  any  part  of  the  Gas 
Company’s  plants,  franchises,  real  estate,  gas  works,  pipes, 
mains,  connections,  machinery,  equipment  and  appurtenances, 
and  all  other  property  hereby  conveyed  to  the  Trustee,  or 
which  may  at  any  time  become  subject  to  this  Indenture,  and 
each  and  every  part  thereof,  and  may  exclude  the  Gas  Com- 
pany therefrom,  and  having  and  holding  the  same,  may  use, 
operate,  manage  and  control  the  Gas  Company’s  plants,  real 
estate,  gas  works,  and  all  other  property;  manufacture,  sup- 
ply, buy  and  sell  gas,  and  all  articles  or  commodities  produced 
or  supplied,  bought  or  sold  by  the  Gas  Company,  in  its  busi- 
ness; execute  any  and  all  contracts  and  undertakings,  and  make 
new  contracts  and  undertakings;  and,  in  general,  carry  on  and 
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conduct  the  business  of  said  Gas  Company  as  fully  as  it  might 
do  if  in  possession  thereof;  and  exercise  all  lawful  franchises 
and  powers  of  the  Gas  Company;  and  upon  every  such  entry 
the  Trustee,  at  the  expense  of  the  trust  estate,  from  time  to 
time,  either  by  purchase,  repairs  or  construction,  may  main- 
tain and  restore,  and  insure  and  keep  insured,  the  plants,  pipes, 
mains,  connections,  machinery,  tools,  appliances  and  all  other 
property  provided  for  use  in  connection  with  the  business  of 
the  Gas  Company  whereof  it  shall  have  become  possessed  as 
aforesaid  and  in  the  same  manner  and  to  the  same  extent  as  is 
usual  with  companies  of  like  character;  and  make  all  neces- 
sary and  proper  repairs,  renewals,  replacements,  alterations, 
additions,  betterments  and  improvements  thereto  and  there- 
on as  to  it  may  seem  judicious;  and  in  such  case  the  Trustee 
shall  have  the  right  to  manage  the  mortgaged  premises  and 
carry  on  the  business  and  exercise  all  the  rights  and  powers 
of  the  Gas  Company,  either  in  the  name  of  the  Gas  Com- 
pany or  otherwise,  as  the  Trustee  shall  deem  best;  and  it  shall 
be  entitled  to  collect  and  receive  all  tolls,  earnings,  incomes 
and  rents,  issues  and  profits  of  the  same,  and  every  part  there- 
of, and,  after  deducting  the  expenses  of  operating  said  prop- 
erties, and  of  conducting  the  business  thereof,  and  of  all  re- 
pairs, maintenance,  renewals,  replacements,  alterations,  addi- 
tions, betterments  and  improvements,  and  all  payments  which 
may  be  made  for  taxes,  assessments  and  insurance,  or  prior 
or  other  proper  charges  upon  said  premises  and  property, 
or  any  part  thereof,  and  all  liabilities  incurred  by  it  hereunder, 
as  well  as  just  and  reasonable  compensation  for  its  own  ser- 
vices, and  for  all  attorneys,  agents,  clerks,  servants  and  other 
employes  by  it  properly  engaged  and  employed,  it  shall  em- 
ploy the  moneys  arising  as  aforesaid  as  follows:  (1)  In  case  the 
principal  of  the  bonds  hereby  secured  shall  not  have  become 
due  by  declaration  or  otherwise,  to  the  payment  of  the  inter- 
est in  default  in  the  order  of  maturity,  with  interest  thereon 
at  the  same  rate  of  interest  as  was  borne  by  the  bonds  on  which 
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said  interest  shall  he  in  default,  such  payments  to  he  made 
ratably  to  the  persons  entitled  thereto  without  distinction  or 
preference;  (2)  in  case  the  principal  of  the  bonds  hereby  se- 
cured shall  have  become  due  by  declaration  or  otherwise,  to  the 
payment  of  the  principal  and  accrued  interest  in  the  manner 
provided  in  Section  Seven  of  this  Article  (IV) ; (3)  upon  the 
payment  in  full  of  whatever  may  be  due  for  the  principal  and 
interest  of  the  said  bonds,  or  be  payable  for  other  purposes,  the 
premises  shall  be  returned  to  the  Gas  Company;  or, 

(h)  May  sell  to  the  highest  and  best  bidder  all  or  any  part 
of  the  real  estate,  plants,  franchises,  gas  works,  pipes,  mains, 
connections,  machinery,  tools,  implements,  appurtenances, 
goods  and  chattels,  and  all  other  property  held  by  or  con- 
veyed to  it  under  this  Indenture,  or  intended  so  to  be,  and  all 
right,  title,  interest,  claim  and  demand  therein,  and  the  right 
of  redemption  thereof,  in  one  lot  and  as  an  entirety,  or  in  sep- 
arate lots,  such  as  the  Trustee  shall  deem  best,  and  in  one  sale, 
or  any  number  of  separate  sales,  held  at  one  time,  or  any  num- 
ber of  times,  which  said  sale  or  sales  shall  he  made  at  public 
auction  at  such  place  in  the  City  of  Mobile,  in  the  State  of 
Alabama,  and  at  such  time  and  upon  such  terms  as  the  Trustee 
may  fix  and  briefly  specify  in  the  notice  of  sale  to  he  given  as 
herein  provided,  or  as  may  be  required  by  law;  provided,  al- 
ways, that  such  sale  or  sales  may  be  made  at  such  other  place 
or  places  and  in  such  other  manner  as  may  be  authorized  by 
law. 


Trustee  on  re- 
quest of  one- 
fourth  of  bond- 
holders shall  pro- 
tect and  enforce 
rights  by  suit. 


(c)  May,  and  upon  the  request  of  the  holders  of  one-fourth 
in  amount  of  the  bonds  outstanding  hereunder  shall,  proceed 
to  protect  and  enforce  its  rights  and  the  rights  of  the  bond- 
holders under  this  Indenture  by  a suit  or  suits  in  equity  or  at 
law,  whether  for  the  specific  performance  of  any  covenant 
or  agreement  contained  herein,  or  in  aid  of  the  execution  of 
any  power  herein  granted,  or  for  any  foreclosure  hereunder, 
or  for  the  enforcement  of  any  other  appropriate  legal  or  equit- 
able remedy,  as  the  Trustee,  being  advised  by  counsel  learned 
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in  the  law,  shall  deem  most  effectual  to  protect  and  enforce  the 
rights  aforesaid. 

In  case  the  Trustee  shall  have  proceeded  to  enforce  any 
right  under  this  Indenture  by  foreclosure,  entry  or  otherwise, 
and  such  proceedings  shall  have  been  discontinued  or  aban- 
doned because  of  any  waiver,  or  for  any  other  reason,  or  shall 
have  been  determined  adversely  to  the  Trustee,  then,  and  in 
every  such  case,  the  Gas  Company  and  the  Trustee  shall  be 
restored  to  their  former  position  and  rights  hereunder  in  re- 
spect of  the  mortgaged  property,  and  all  rights,  remedies  and 
powers  of  the  Trustee  shall  continue  as  though  no  such  pro- 
ceedings had  been  taken. 

Sec.  4.  Notice  of  any  sale  by  the  Trustee,  pursuant  to  any  Notice  or  sale, 
provision  of  this  Indenture,  shall  state  the  time  and  place 
when  and  where  the  same  is  to  be  made,  and  shall  contain  a 
brief  general  description  of  the  property  to  be  sold,  and  shall 
he  sufficiently  given  if  published  once  in  each  week  for  four 
successive  weeks  prior  to  such  sale  in  two  daily  newspapers 
published  in  the  City  of  Mobile,  in  the  State  of  Alabama,  and 
once  in  each  week  for  four  successive  weeks  in  a daily  news- 
paper published  in  Chicago,  Illinois;  provided,  that  if  other 
or  different  notice  shall  be  required  by  law,  the  notice  thus  re- 
quired shall  be  given. 

Anything  in  this  Indenture  contained  to  the  contrary  not- 
withstanding, the  holders  of  a majority  in  amount  of  the  bonds 
hereby  secured,  and  then  outstanding,  from  time  to  time,  shall 
have  the  right  to  direct  and  to  control  (subject  to  the  limita- 
tions above  described)  the  method  and  place  of  conducting  any 
and  all  proceedings  for  any  sale  of  the  property  hereby  mort- 
gaged, or  for  the  foreclosure  of  this  Indenture,  or  for  the  ap- 
pointment of  a receiver,  or  the  taking  of  any  other  appropriate 
action  hereunder. 

The  Trustee,  from  time  to  time,  may  adjourn  any  sale  or  Adjournment  of 

. " ' sale. 

sales  by  it  to  be  made  under  the  provisions  of  this  Indenture 
by  announcement  at  the  time  and  place  appointed  for  such 
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sale,  or  adjourned  sale  or  sales,  and,  without  further  notice  or 
publication,  it  may  make  such  sale  or  sales  at  the  time  and 
place  to  which  the  same  shall  be  adjourned. 

Sec.  5.  Upon  the  completion  of  any  sale  or  sales  under 
this  Indenture,  the  Trustee  shall  execute  and  deliver  to  the 
accepted  purchaser  or  purchasers  all  such  deeds,  convey- 
ances, bills  of  sale  or  other  instruments  in  writing  as  may 
be  requisite,  convenient,  necessary  or  desirable  to  vest  in 
the  purchaser  or  purchasers  the  complete  title  to  the  prop- 
erty sold. 

The  Trustee  and  its  successors  hereby  are  appointed  the 
true  and  lawful  attorney  or  attorneys  irrevocable  of  the  Gas 
Company,  in  its  name  and  stead,  or  otherwise,  to  make, 
execute,  acknowledge  and  deliver  all  such  deeds,  convey- 
ances, bills  of  sale  or  other  written  instruments,  the  Gas 
Company  hereby  ratifying  and  confirming  all  that  its  said  at- 
torney or  attorneys  shall  lawfully  do  by  virtue  hereof. 

Any  sale  or  sales  made  under  or  by  virtue  of  this  Inden- 
ture, whether  under  the  power  of  sale  hereby  granted  and 
conferred,  or  under  and  by  virtue  of  judicial  proceedings, 
shall  operate  to  divest  all  right,  title,  interest,  claim  and 
demand  whatsoever,  either  at  law  or  in  equity,  of  the  Gas 
Company  of,  in  and  to  the  property  so  sold,  and  shall  be  a 
perpetual  bar,  both  in  law  and  in  equity,  against  the  Gas 
Company,  its  successors  and  assigns,  and  against  any  and  all 
persons  claiming  or  to  claim  the  property  sold,  or  any  part 
thereof,  from,  through  or  under  the  Gas  Company,  its  suc- 
cessors or  assigns;  and  the  receipt  of  the  Trustee  for  the 
consideration  money  paid  at  any  such  sale  or  sales  shall  be 
a sufficient  discharge  to  the  purchaser,  without  any  liability 
on  the  part  of  the  purchaser  to  see  to  the  application  of  the 
purchase  money,  or  to  be  bound  to  inquire  as  to  the  authoriza- 
tion, necessity,  expediency  or  regularity  of  any  such  sale 
or  sales. 
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Sec.  6.  In  case  of  any  such  sale,  whether  under  the  power 
of  sale  hereby  granted  or  pursuant  to  judicial  proceedings, 
the  principal  sums  of  all  bonds  hereby  secured,  if  not  prev- 
iously due,  shall  immediately  thereupon  become  due  and  pay- 
able, anything  in  said  bonds  or  in  this  Indenture  contained 
to  the  contrary  notwithstanding. 

Sec.  7.  The  purchase  money,  proceeds  and  avails  of  any 
sale  or  sales,  whether  under  the  power  of  sale  hereby  granted 
or  pursuant  to  judicial  proceedings,  together  with  any  sums 
which  then  may  he  held  by  the  Trustee,  under  any  of  the 
provisions  of  this  Indenture,  as  part  of  the  trust  estate,  or 
the  proceeds  thereof,  shall  be  applied  as  follows: 

First:  To  the  payment  of  the  costs  and  expenses  of  such 
sale,  including  a reasonable  compensation  to  the  Trustee,  its 
agents,  attorneys  and  counsel,  and  of  all  expenses,  liabilities 
and  advances  made  or  incurred  by  the  Trustee,  and  all  other 
charges  which  by  the  terms  hereof  or  otherwise  are  prior  to 
the  bonds  hereby  secured. 

Second:  To  the  payment  of  the  interest  on  said  bonds  ac- 
crued and  unpaid  in  the  order  of  maturity,  with  interest  on 
overdue  coupons  at  the  rate  of  five  per  centum  per  annum, 
and  if  such  proceeds  be  insufficient  to  make  payment  in  full, 
then  pro  rata,  subject,  however,  to  the  provisions  of  Section 
One  of  this  Article. 

Third:  To  the  payment  of  the  whole  amount  then  owing 

and  unpaid  upon  the  bonds  hereby  secured  and  then  out- 
standing, for  principal;  and  in  case  such  proceeds  shall  be 
insufficient  to  pay  in  full  the  principal  amount  so  due  and 
unpaid  upon  the  said  bonds,  then  to  the  payment  of  such 
principal,  ratably. 

Fourth:  To  the  payment  of  the  surplus,  if  any,  to  the 

Gas  Company,  its  successors  or  assigns  or  to  whomsoever 
may  be  lawfully  entitled  to  receive  the  same. 


All  bonds  due  in 
case  of  sale. 
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Sec.  8.  In  case  of  any  sale  hereunder,  any  purchaser  for 
the  purpose  of  making  settlement  or  payment  for  the  prop- 
erty purchased,  shall  be  entitled  to  use  and  apply  any  bonds, 
and  any  matured  and  unpaid  coupons,  hereby  secured,  by 
presenting  such  bonds  and  coupons,  in  order  that  there  may 
be  credited  thereon  the  sums  applicable  to  the  payment  there- 
of out  of  the  net  proceeds  of  such  sale  to  the  owner  of  such 
bonds  and  coupons,  as  bis  ratable  share  of  such  net  proceeds, 
after  making  any  deductions  which  may  be  made  from  tbe 
proceeds  of  sale  for  costs,  expenses,  compensation  and  other 
charges,  and  thereupon  such  purchaser  shall  be  credited  on 
account  of  such  purchase  price  payable  by  him,  with  the 
sums  applicable  out  of  such  net  proceeds  to  the  payment  of 
and  credited  upon  the  bonds  so  presented;  and,  at  any  such 
sale,  any  bondholders  may  bid  for  and  may  purchase,  and 
upon  compliance  with  the  terms  of  sale,  may  hold,  retain 
and  possess  and  dispose  of  such  property  in  their  own  abso- 
lute right,  without  further  accountability. 

Sue.  9.  In  case  there  shall  be  any  existing  judgment 
against  the  Gas  Company  unsatisfied  or  unsecured  by  bond 
on  appeal  for  twenty  days  after  demand  from  the  Trustee 
that  it  be  paid  or  secured  by  such  bond;  or  in  case  the  Gas 
Company  shall  make  any  assignment  for  the  benefit  of  its 
creditors;  or  in  case  in  any  judicial  proceeding,  by  any  other 
person  than  the  Trustee,  acting  for  and  on  behalf  of  the 
bondholders  hereunder,  a receiver,  assignee  or  trustee  in 
bankruptcy  shall  be  appointed  of  the  Gas  Company,  or  a 
judgment  or  order  entered  for  the  sequestration  of  its  prop- 
erty; or  in  case  the  substantial  or  greater  part  of  its  prop- 
erty shall  be  seized  under  any  writ  of  attachment,  or  other 
legal  process,  and  it  shall  not,  within  thirty  days  after  de- 
mand from  the  Trustee  so  to  do,  cause  such  property  to  be 
released  or  discharged  therefrom  by  giving  bond,  or  other- 
wise; then,  and  in  every  such  case,  the  Trustee  shall  be  en- 
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titled  forthwith  to  exercise  the  right  of  entry  herein  con- 
ferred, and  may  also,  and  upon  request  of  holders  of  a ma- 
jority in  amount  of  the  bonds  outstanding  hereunder,  shall 
proceed  to  exercise  any  and  all  other  rights  and  powers 
herein  conferred  and  provided  to  be  exercised  by  the  Trustee 
upon  the  occurrence  and  continuance  of  default,  as  herein- 
before provided,  including  the  right  to  declare  the  principal 
of  the  bonds  hereby  secured,  to  be  due  and  payable;  and  as 
a matter  of  right  the  Trustee  shall  thereupon  be  entitled  to 
the  appointment  of  a receiver  of  the  premises  hereby  mort- 
gaged and  pledged  and  of  the  rents,  incomes,  issues  and 
profits  thereof,  with  such  powers  as  the  court  making  such 
appointment  shall  confer. 

Sec.  10.  The  Gas  Company  covenants  that;  (1)  in  case 
default  shall  be  made  in  the  payment  of  any  interest  on  any 
bond  or  bonds  at  any  time  outstanding  and  secured  by  this 
Indenture,  and  such  default  shall  continue  for  a period  of 
three  months;  or  (2)  in  case  default  shall  be  made  in  the 
payment  of  the  principal  of  any  such  bonds  when  the  same 
shall  become  payable,  whether  by  the  maturity  of  said  bonds, 
or  by  declaration  as  authorized  by  this  Indenture,  or  by  sale, 
as  provided  in  Section  Six  of  this  Article  (IV) ; then,  upon 
demand  of  the  Trustee,  the  Gas  Company  will  pay  to  the 
Trustee,  for  the  benefit  of  the  holders  of  the  bonds  and  cou- 
pons hereby  secured  then  outstanding,  the  whole  amount  due 
and  payable  on  all  such  bonds  and  coupons  then  outstand- 
ing, for  interest  or  principal,  or  both,  as  the  case  may  be,  with 
interest  at  the  rate  of  five  per  centum  per  annum  upon  the 
overdue  principal  and  installments  of  interest;  and  in  case 
the  Gas  Company  shall  fail  to  pay  the  same  forthwith  upon 
such  demand,  the  Trustee,  in  its  own  name,  and  as  Trustee 
of  an  express  trust,  shall  be  entitled  to  recover  judgment 
for  the  whole  amount  so  due  and  unpaid. 

The  Trustee  shall  be  entitled  to  recover  judgment  as  afore- 
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said,  either  before  or  after  or  during  the  pendency  of  any 
proceeding  for  the  enforcement  of  the  lien  of  this  Inden- 
ture upon  the  mortgaged  property,  and  the  right  of  the  Trus- 
tee to  recover  such  judgment  shall  not  be  affected  by  any 
sale  hereunder,  or  by  the  exercise  of  any  other  right,  power 
or  remedy  for  the  enforcement  of  the  provisions  of  this  In- 
denture, or  for  the  foreclosure  of  the  lien  hereof;  and  in  case 
of  a sale  of  the  mortgaged  property,  and  of  the  application 
of  the  proceeds  of  such  sale  to  the  payment  of  the  debt,  the 
Trustee,  in  its  own  name  and  as  Trustee  of  an  express  trust, 
shall  be  entitled  to  enforce  payment  of  and  to  receive  all 
amounts  then  remaining  due  and  unpaid  upon  any  and  all 
bonds  issued  hereunder  and  then  outstanding,  for  the  benefit 
of  the  holders  thereof,  and  shall  be  entitled  to  recover  judg- 
ment for  any  portion  of  the  debt  remaining  unpaid,  with  in- 
terest. No  recovery  of  any  such  judgment  by  the  Trustee, 
and  no  lien  of  any  execution  upon  property  subject  to  the 
lien  of  this  Indenture,  or  upon  any  other  property,  shall  in 
any  manner  or  to  any  extent  affect  the  lien  of  the  Trustee 
upon  the  mortgaged  property,  or  any  part  thereof,  or  any 
rights,  powers  or  remedies  of  the  Trustee  or  of  the  holders 
of  the  bonds  hereby  secured;  but  such  lien,  rights,  powers  and 
remedies  shall  continue  unimpaired  as  before. 

Any  moneys  thus  collected  by  the  Trustee  under  this  Sec- 
tion shall  be  applied  by  the  Trustee  toward  payment  of  the 
amount  then  due  and  unpaid  upon  such  bonds  and  coupons 
in  respect  of  which  such  moneys  shall  have  been  collected, 
ratably  and  without  preference  or  priority  of  any  kind,  ex-' 
cept  as  provided  in  Section  One  of  this  Article,  according  to 
the  amounts  due  and  payable  upon  such  bonds  and  coupons 
respectively,  at  the  date  fixed  by  the  Trustee  for  the  distribu- 
tion of  such  moneys,  upon  presentation  of  the  several  bonds 
and  coupons,  and  stamping  thereon  such  payment  if  only 
partially  paid,  and  upon  surrender  thereof  if  fully  paid. 
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Sec.  11.  The  holders  of  two-thirds  in  amount  of  the  bonds 
issued  and  outstanding  at  any  time  shall  have,  and  they  are 
hereby  given,  the  absolute  right  to  control  the  action  of  the 
Trustee  in  and  about  enforcing  or  waiving  any  of  the  pro- 
visions of  this  Indenture  with  reference  to  the  prompt  pay- 
ment of  the  interest  upon  the  bonds  secured  hereby,  or  the 
performance  of  any  of  the  other  covenants  or  conditions 
herein  contained,  except  the  payment  of  the  principal  of  said 
bonds  at  the  time  they  become  due.  And  the  holders  of  two- 
thirds  in  amount  of  such  bonds  shall  have  the  right  to  direct 
the  Trustee  to  waive  any  default  which  may  occur  in  the  pay- 
ment of  the  interest  on  the  bonds  secured  hereby,  or  the  per- 
formance of  any  other  of  the  covenants  or  conditions  herein 
contained,  except  the  payment  of  the  principal  of  the  bonds 
secured  hereby  at  the  time  and  place  provided  herein;  and 
the  holders  of  two-thirds  in  amount  of  said  bonds  shall  fur- 
ther have  the  right  to  direct  the  said  Trustee  to  discontinue 
any  proceedings  which  it  may  have  taken  to  foreclose  this 
mortgage  and  deed  of  trust  or  to  enforce  in  any  way  the  pro- 
visions thereof,  or  to  direct  the  said  Trustee  to  restore  to  the 
Gas  Company  the  property  hereby  conveyed  in  the  event  that 
said  Trustee  shall  have  taken  possession,  or  to  waive  any 
other  act  or  thing  done  or  omitted  to  be  done  by  said  Gas 
Company  in  violation  of  the  terms  hereof,  or  of  any  coven- 
ant on  the  part  of  the  Gas  Company  under  this  Indenture, 
except  the  payment  of  the  principal  of  the  bonds  secured  here- 
by at  the  time  and  place  provided  herein.  Such  request  of 
the  holders  of  two-thirds  in  amount  of  the  bonds  issued  and 
outstanding  shall  be  expressed  in  writing  or  by  vote  at  a 
meeting  of  the  bondholders,  and  upon  the  same  being 
made  in  accordance  with  the  provisions  hereof,  any 
election  or  declaration  by  said  Trustee  declaring  the 
principal  of  said  bonds  due  and  payable,  upon  account  of  any 
default  so  waived,  shall  forthwith  cease  and  determine  and 
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become  null  and  void,  and  any  and  all  proceedings  commenced, 
by  the  said  Trustee  to  foreclose  this  Indenture  shall  forth- 
with abate,  and  the  said  Trustee  shall  forthwith  surrender 
and  deliver  back  to  the  said  Gas  Company  the  property  and 
franchises,  if  any,  which  said  Trustee  shall  have  become  pos- 
sessed of  by  reason  of  such  default;  and,  to  the  extent  ex- 
pressed in  said  request,  any  and  all  acts  done  or  omitted  to 
be  done  by  said  Gas  Company  in  violation  hereof  shall  be 
waived,  and  the  right  to  take  any  action  hereunder  by  reason 
thereof  shall  immediately  cease  and  determine,  but  no  such 
waiver  shall  extend  to  or  affect  any  subsequent  default  or  im- 
pair any  right  consequent  thereon.  In  the  event  of  any  such 
waiver  the  Trustee  shall  have  the  right  to  insist  upon  being 
paid  or  secured  to  its  satisfaction  for  all  expenses  and  lia- 
bilities incurred  by  it  up  to  the  time  of  such  waiver,  and  at 
the  option  of  the  Trustee  such  waiver  shall  not  become  ef- 
fective until  such  payment  shall  have  been  made  or  such  se- 
curity given. 

Sec.  12.  In  the  event  that  said  Trustee  shall  commence  any 
appropriate  proceedings  at  law  or  in  equity  for  the  purpose 
of  foreclosing  the  security  of  this  mortgage  or  deed  of  trust 
or  the  enforcement  of  any  right  or  remedy  hereunder,  the 
said  Trustee  shall,  as  a matter  of  right,  be  entitled  to  the 
appointment  of  a receiver  of  and  for  all  and  singular  the 
property  hereby  conveyed,  and  by  and  through  said  re- 
ceiver to  take  possession  thereof  and  operate  the  same  and 
receive  the  tolls,  rents,  incomes,  issues  and  profits  thereof. 

Sec.  13.  The  Gas  Company  shall  have  the  right  at  any 
time,  when  in  the  judgment  of  its  Board  of  Directors  it  is 
deemed  needful  or  expedient  so  to  do,  to  surrender  the  pos- 
session of  each  and  all  the  property  hereby  conveyed  to  said 
Trustee,  and  to  authorize  said  Trustee  to  forthwith  proceed 
to  dispose  of  the  same  in  such  manner  as  may  be  lawful  and 
proper,  and  apply  the  proceeds  of  such  disposition  to  the 
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satisfaction  and  payment  of  the  principal  and  interest  of  the 
bonds  secured  hereby  and  the  obligations  arising  hereunder, 
in  the  same  manner  as  though  there  had  been  a default  in  the 
provisions  of  this  Indenture. 

Sec.  14.  The  Gas  Company  will  not  at  any  time  insist 
upon  or  plead  or  in  any  manner  whatever  claim  or  take  the 
benefit  or  advantage  of  any  stay  or  extension  law  now  or  at 
any  time  hereafter  in  force,  nor  will  it  claim,  take  or  insist 
upon  any  benefit  or  advantage  from  any  law  now  or  here- 
after in  force  providing  for  valuation  or  appraisement  of  the 
mortgaged  property,  or  any  part  thereof,  prior  to  any  sale 
or  sales  thereof  to  be  made  in  pursuance  of  any  provision 
herein  contained,  or  to  the  decree,  judgment  or  order  of  any 
court  of  competent  jurisdiction,  nor  after  any  sucb  sale  or 
sales  will  it  claim  or  exercise  any  right  under  any  statute 
enacted  by  any  state  or  otherwise  to  redeem  the  property  so 
sold,  or  any  part  thereof,  and  it  hereby  expressly  waives  all 
benefit  and  advantage  of  any  such  law  or  laws,  and  it  coven- 
ants that  it  will  not  hinder,  delay  or  impede  the  execution  of 
any  power  herein  granted  and  delegated  to  the  Trustee,  but 
that  it  will  suffer  and  permit  the  execution  of  every  such 
power,  as  though  no  such  law  or  laws  had  been  made  or 
enacted. 

Sec.  15.  No  holder  of  any  bond  or  coupon  secured  hereby 
shall  have  any  right  to  institute  any  suit,  action  or  proceed- 
ing in  equity  or  at  law  for  the  foreclosure  of  this  Indenture, 
or  for  the  execution  of  any  trust  hereof,  or  for  the  appoint- 
ment of  a receiver,  or  for  any  other  remedy  hereunder,  un- 
less such  holder  shall  previously  have  given  to  the  Trustee 
written  notice  of  such  default  and  of  the  continuance  thereof 
as  hereinbefore  provided ; nor  unless,  also,  the  holders  of  one- 
fourth  in  amount  of  the  bonds  hereby  secured  then  outstand- 
ing shall  have  made  written  request  upon  the  Trustee  and 
shall  have  offered  to  it  a reasonable  opportunity  either  to 
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proceed  to  exercise  the  powers  hereinbefore  granted,  or  to 
institute  such  action,  suit  or  proceeding  in  its  own  name; 
nor  unless,  also,  they  or  some  one  or  more  of  them  shall  have 
offered  to  the  Trustee  adequate  security  and  indemnity 
against  the  cost,  expenses  and  liabilities  to  be  incurred  there- 
in or  thereby;  and  such  notification,  request  and  offer  of  in- 
demnity are  hereby  declared  in  every  such  case,  at  the  option 
of  the  Trustee,  to  be  conditions  precedent  to  the  execution 
of  the  powers  and  trusts  of  this  Indenture  for  the  benefit  of 
the  bondholders,  and  to  any  action  or  cause  of  action  for  fore- 
closure or  for  the  appointment  of  a receiver,  or  for  any  other 
remedy  hereunder;  it  being  understood  and  intended  that  no 
one  or  more  holders  of  bonds  and  coupons  shall  have  any 
right  in  any  manner  whatever  by  his  or  their  action  to  affect, 
disturb  or  prejudice  the  lien  of  this  Indenture,  or  to  enforce 
any  right  hereunder,  except  in  the  manner  herein  provided, 
and  that  all  proceedings  at  law  or  in  equity  shall  be  insti- 
tuted, had  and  maintained  in  the  manner  herein  provided,  and 
for  the  equal  benefit  of  all  holders  of  such  outstanding  bonds 
and  coupons. 

Sec.  16.  Except  as  herein  expressly  provided  to  the  con- 
trary, no  remedy  herein  contained,  conferred  upon  or  re- 
served to  the  Trustee,  or  to  the  holders  of  the  bonds  hereby 
secured,  is  intended  to  be  exclusive  of  any  other  remedy  or 
remedies;  but  each  and  every  such  remedy  shall  be  cumula- 
tive, and  shall  be  in  addition  to  every  other  remedy  given 
hereunder  or  now  or  hereafter  existing  at  law  or  in  equity  or 
by  statute. 

Sec.  17.  No  delay  or  omission  by  the  Trustee,  or  of  any 
holders  of  the  bonds  hereby  secured,  to  exercise  any  right  or 
power  accruing  upon  any  default  as  aforesaid,  shall  impair 
any  such  right  or  power,  or  shall  be  construed  to  be  a waiver 
of  any  such  default  or  acquiescence  therein;  and  every  power 
and  remedy  given  by  this  Article  to  the  Trustee,  or  to  the 
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bondholders,  may  be  exercised  from  time  to  time,  and  as  often 
as  may  be  deemed  expedient  by  the  Trustee  or  by  the  bond- 
holders. 

Sec.  18.  The  Gas  Company  further  hereby  agrees  to  keep  its 
property  provided  for  use  in  connection  with  its  business,  of 
the  character  usually  insured  by  gas  companies,  insured  to  its 
full  insurable  value,  the  Policies  of  Insurance  to  be  so  drawn 
as  to  make  the  loss,  if  any,  payable  to  the  Trustee  hereunder 
as  its  interest  may  appear.  Insurable  property  shall  be 
held  to  be  such,  as  either  because  of  the  character  of  its  con- 
struction, or  for  other  reasons,  is  generally  covered  by  poli- 
cies of  insurance  when  issued  by  leading  fire  insurance  com- 
panies on  the  properties  of  Gas  Companies  in  the  United 
States.  In  case  of  any  loss  covered  by  any  policy  of  insur- 
ance, any  appraisement  or  adjustment  of  said  loss  and  set- 
tlement in  payment  of  indemnity  thereof  which  may  be  agreed 
upon  between  said  Gas  Company  and  any  insurance  com- 
pany, may  be  consented  to  and  accepted  by  the  said  Trustee 
who  shall  be  in  no  way  liable  or  responsible  for  the  collec- 
tion of  any  insurance  in  case  of  any  loss.  In  the  event  of  any 
such  loss,  or  damage  by  fire,  the  Gas  Company,  should  it  elect 
so  to  do,  shall  have  the  right  to  demand  by  proper  resolution 
of  its  Board  of  Directors,  and  to  receive  from  the  Trustee 
from  time  to  time  such  portions  or  all  of  such  insurance 
moneys  received  by  the  Trustee  as  said  Gas  Company  shall 
deem  wise  to  invest  in  permanent  improvements,  better- 
ments and  extensions  of  its  said  property,  or  repairs  of  dam- 
ages caused  by  fire,  or  replacement  of  the  buildings  and  ma- 
chinery destroyed  or  injured.  The  certificates  of  the  Presi- 
dent or  Vice-President,  and  the  Secretary  or  Treasurer  of 
the  Gas  Company,  setting  forth  the  necessity  of  the  Gas  Com- 
pany for  said  money,  and  the  improvements  or  betterments, 
repairs  or  replacements  which  have  been  made,  and  the  affi- 
davit of  the  manager  or  engineer  of  the  Gas  Company  of  the 
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cost  thereof,  shall  he  sufficient  evidence  upon  which  such  in- 
surance money  shall  be  paid  to  the  Gas  Company  to  the 
amount  of  the  cost  of  such  improvements  or  betterments,  re- 
pairs or  replacements,  as  shown  by  such  certificates  and  affi- 
davit, and  such  resolution,  certificates  and  affidavits  shall  con- 
stitute full  protection  to  the  Trustee  in  making  payments  in 
accordance  herewith.  But  the  Trustee  may,  in  its  discretion, 
make  further  investigations  and  require  further  information 
as  to  the  necessity  of  and  benefits  to  accrue  from  such  applica- 
tion of  all  or  any  part  of  the  insurance  moneys,  all  at  the  ex- 
pense of  the  Gas  Company.  No  duty  in  respect  to  insurance 
or  the  form  of  policies  shall  rest  upon  the  Trustee  other  than 
to  receive  such  policies  or  statement  relative  thereto  as  may 
be  handed  to  it  by  the  Gas  Company. 

All  sums  of  money  paid  to  said  Trustee  for  fire  loss  under 
the  provisions  of  this  Article  and  not  required  within  a rea- 
sonable time  by  the  Gas  Company  for  the  purposes  named 
above,  shall  be  held,  invested  and  disposed  of  by  said  Trustee 
until  required  by  the  Gas  Company,  as  is  provided  in  Article 
VII  in  the  case  of  proceeds  of  property  sold  and  released 
under  the  provisions  of  that  Article  from  the  terms  of  this 
mortgage. 


ARTICLE  V. 

No  recourse  under  or  upon  any  obligation,  covenant  or 
agreement  contained  in  this  Indenture,  or  in  any  bond  or 
coupon,  or  because  of  the  creation  of  any  indebtedness,  here- 
by secured,  shall  be  had  against  any  incorporator,  stock- 
holder, officer  or  director  of  the  Gas  Company,  past,  present 
or  future,  or  of  any  successor  corporation,  either  directly  or 
through  the  Gas  Company,  by  the  enforcement  of  any  assess- 
ment or  penalty,  or  by  any  legal  or  equitable  proceeding  by 
virtue  of  any  statute  or  otherwise;  it  being  especially  agreed 
and  understood  that  this  mortgage,  and  the  obligations  here- 
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by  secured,  are  solely  corporate  obligations,  and  that  no  per- 
sonal liability  whatever  shall  attach  to,  or  be  incurred  by,  in- 
corporators, stockholders,  officers  or  directors  of  the  Gas 
Company,  or  of  any  successor  corporation,  or  any  of  them, 
because  of  the  incurring  of  the  indebtedness  hereby  author- 
ized, or  under  or  by  reason  of  any  of  the  obligations,  coven- 
ants or  agreements  contained  in  this  Indenture,  or  in  any  of 
the  bonds  or  coupons  hereby  secured,  or  implied  therefrom; 
and  that  any  and  all  personal  liabilities  of  every  name  and 
nature,  and  any  and  all  rights  and  claims  against  every  such 
incorportor,  stockholder,  officer  or  director,  whether  arising  at 
common  law  or  in  equity,  or  created  by  statute  or  constitu- 
tion, are  hereby  expressly  released  and  waived  as  a condition 
of,  and  as  a part  of  the  consideration  for,  the  execution  of 
this  Indenture  and  of  the  issuing  of  the  bonds  and  interest 
obligations  secured  hereby. 


ARTICLE  VI. 

Sec.  1.  While  the  Gas  Company  shall  be  in  possession  of  the 
mortgaged  premises,  and  there  shall  be  no  existing  default 
in  the  payment  of  principal  or  interest  of  any  of  said  bonds, 
or  in  the  performance  of  any  of  the  stipulations,  conditions 
and  provisions  of  this  indenture,  on  its  part,  the  Gas  Company, 
its  successors  and  assigns  may,  with  the  consent  of  the  Trus- 
tee, from  time  to  time,  sell  or  otherwise  dispose  of,  free  and 
clear  from  the  lien  of  this  mortgage,  any  machinery,  ap- 
paratus, equipment  or  personal  property  other  than  tools, 
furniture  and  office  fixtures,  held  or  intended  for  use  upon  or 
about  the  works  or  plant  hereby  mortgaged,  which  shall  have 
become  worn  out,  or  otherwise  unsuitable  for  use,  or  when- 
ever it  shall  be  intended  to  replace  the  same  by  other  ma- 
chinery, apparatus,  equipment  or  personal  property,  and  the 
Gas  Company  at  any  time  before  such  default  shall  have  full 
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power,  in  its  discretion  and  without  the  consent  of  tne  Trus- 
tee', from  time  to  time  to  dispose,  free  and  clear  from  the  lien 
of  this  Indenture,  of  any  portion  of  its  tools,  furniture  and 
office  fixtures  winch  shall  have  become  worn  out  or  otherwise 
unfit  for  use  or  whenever  it  shall  be  intended  to  replace  the 
same  by  other  tools,  furniture  or  office  fixtures;  provided, 
however,  that  such  sales  or  disposition  shall  not  im- 
pair or  reduce  the  efficiency  of  the  machinery,  ap- 
paratus, equipment  or  other  personal  property  required  for 
the  operation  of  said  works  or  plant,  and  all  machinery,  ap- 
paratus, equipment  and  personal  property  which  shall  from 
time  to  time  be  acquired  for  use  upon  or  about  or  in  con- 
nection with  said  works  or  plant,  by  the  said  Gas  Com- 
pany, its  successors  or  assigns,  together  with  the  proceeds 
of  any  such  sale  or  disposition  or  otherwise,  shall  be  subject 
to  the  lien  of  this  mortgage. 

The  Trustee  shall  have  the  authority  by  requiring  addi- 
tional information  or  by  further  investigation  at  the  expense 
of  the  Gas  Company  to  determine  to  its  own  satisfaction  the 
efficiency  and  merit  of  the  substituted  property  as  being  equal 
to  that  disposed  of  or  abandoned. 

While  the  Gas  Company  shall  be  in  the  possession  of  the 
mortgaged  premises,  and  there  shall  be  no  existing  default  as 
aforesaid,  the  Trustee  shall  have  full  power  and  authority  in 
its  discretion,  upon  the  written  request  of  the  Gas  Company, 
and  upon  the  delivery  to  it  of  an  attested  copy  of  the  resolution 
of  the  board  of  directors  of  the  Gas  Company  authorizing  the 
same,  to  release  or  convey  any  land  or  other  real  property 
hereby  mortgaged,  which,  in  the  judgment  of  the  board  of  di- 
rectors of  the  Gas  Company,  is  not  required  for  the  purpose  of 
constructing,  maintaining  or  operating  its  works  or  plant,  and 
which  the  Gas  Company  shall,  in  good  faith,  sell  and  desire 
to  have  released  and  conveyed  in  order  to  give  good  title  to 
the  purchasers;  and  all  the  proceeds  arising  from  the  sale 
of  any  such  land  or  real  property  shall  either  be  applied  to 
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the  purchase  of  other  property  for  the  Gas  Company,  which 
shall  immediately  become  subject  to  this  mortgage,  and  which, 
in  the  judgment  of  the  Trustee,  is  of  equal  value  or  benefit  to 
the  Gas  Company,  or,  at  the  option  of  the  Trustee,  all  the  pro- 
ceeds arising  from  the  sale  of  any  such  lands,  or  real  property 
shall  be  paid  over  to  it,  to  be  used  by  said  Trustee  in  the 
purchase  or  redemption  of  one  or  more  of  the  outstanding 
bonds  hereby  secured,  at  such  price  as  may  be  agreed  upon 
by  the  Trustee  and  the  Gas  Company. 

Sec.  2.  The  Trustee  may  advertise  publicly  for  proposals 
to  sell  such  bonds,  or,  in  its  discretion,  purchase  the  same  at 
private  or  public  sale  at  stock  exchanges  or  otherwise  as  to 
it  may  seem  most  advisable  and  practicable,  at  such  agreed 
price.  After  5 years  from  the  date  hereof,  if  none  of  the 
bonds  secured  hereby  can  he  so  purchased,  the  Gas  Company 
shall  call  for  redemption,  in  accordance  with  the  provisions  of 
Article  III.  of  this  indenture,  such  number  of  bonds  secured 
hereby  as  the  funds  derived  as  aforesaid  and  available  for 
the  purpose  will  redeem  and  pay  at  the  price  named  in  said 
Article  III.,  and  the  Trustee  shall  use  such  funds  in  the  re- 
demption and  payment  of  the  bonds  so  called.  All  funds  so 
received  and  held  by  the  Trustee,  prior  to  their  investment 
in  bonds  secured  hereby,  shall  be  additional  security  for  the 
payment  of  the  bonds  hereby  secured,  and  if  any  such  funds 
remain  after  the  full  payment  of  all  the  principal  and  interest 
of  all  bonds  secured  hereby  the  same  shall  be  turned  over  to 
the  Company. 

Sec.  3.  All  moneys  received  as  compensation  for  any  prop- 
erty or  rights  of  the  Gas  Company  taken  by  the  exercise  of  the 
power  of  eminent  domain  shall  be  treated  as  if  realized  from 
a voluntary  sale  by  the  Gas  Company  of  the  property  or  rights 
so  taken,  and  such  moneys  shall  be  subject  in  all  respects  to 
the  provisions  of  this  article  of  this  mortgage,  as  though 
realized  from  a voluntary  sale,  except  that  if  the  condemna- 
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tion  proceedings  are  defended  by  the  Gas  Company,  its  rea- 
sonable expenses  and  attorneys’  fees  in  making  such  defense 
shall  be  deducted  from  any  award  and  only  the  surplus  paid 
over  to  the  Trustee  as  herein  provided. 

Sec.  4.  All  bonds  and  coupons  secured  hereby  and  pur- 
chased or  redeemed  by  the  said  Trustee  under  the  foregoing 
provisions,  shall  be  forthwith  canceled  by  it  and  surrendered 
to  the  Gas  Company  and  shall  not  again  be  issued.  Provided, 
always,  however,  that  no  portion  of  the  works  or  plant  or 
other  property  of  the  Gas  Company  which  in  the  judgment  of 
the  Trustee  is  or  may  be  essential  to  the  due  operation  thereof, 
shall  be  released  under  the  provisions  of  this  article  of  this 
mortgage,  unless  replaced  by  property  which,  in  the  judg- 
ment of  the  Trustee,  is  at  least  of  equal  value  and  of  equal 
benefit  to  the  efficient  operation  of  the  same. 

The  said  Trustee  shall  not  be  subject  to  any  liability  to  any 
person  or  persons,  by  reason  of  any  act  done  or  performed 
in  good  faith  under  the  provisions  of  this  article. 

Sec.  5.  The  authority  granted  by  this  article  shall  be, 
however,  subject  to  the  following  conditions  and  restrictions: 

(a)  This  article  shall  not  be  construed  to  authorize  the 
Trustee  to  release  the  property  covered  hereby  as  an  en- 
tirety, or  substantially  as  an  entirety;  nor  shall  said  Trustee 
be  required  to  release  any  property  hereunder  which  in  the 
judgment  of  said  Trustee  is  essential  to  the  proper  and  effi- 
cient conduct  of  the  Gas  Company’s  business. 

( b ) No  such  property  shall  be  released  unless  the  Gas 
Company  shall  have  sold  or  exchanged,  or  contracted  to  sell 
or  exchange,  the  same  for  other  property,  which  fact  shall  be 
evidenced  by  the  written  certificate  of  the  President  or  Vice- 
President  of  the  Company. 

( c ) The  request  for  the  release  of  any  such  property  shall 
be  accompanied  by  the  sworn  statement  of  the  President  or 
Vice-President  of  the  Gas  Company  that  the  price  at  which 
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it  is  proposed  to  sell  said  property  is  tlie  full  fair  value  there- 
of, or  that  the  property  proposed  to  be  exchanged  therefor  is 
of  equal  value  to  the  property  sought  to  be  released. 


ARTICLE  VII. 

If  at  any  time  moneys  shall  be  paid  into  the  Trus- 
tee hereunder  for  the  benefit  of  the  bondholder  or  holders 
without  regard  to  the  source  from  which  they  arise,  and  if 
there  is  no  immediate  disposition  to  be  made  of  said  moneys, 
the  Trustee  shall  forthwith  invest  such  moneys  in  any  United 
States,  State  or  Municipal  bonds,  or  in  any  Railroad  Mort- 
gage bonds  listed  on  the  New  York  Stock  Exchange  and  hav- 
ing a quoted  value  thereon,  which  may  be  purchased  at  the 
market  price  on  such  Exchange;  provided,  however,  that  the 
price  paid  therefor  shall  not  exceed  a price  at  which  they 
will,  if  held  until  maturity,  yield  an  interest  return  of  at 
least  3^  per  centum  per  annum;  be  it  provided,  further,  how- 
ever, that  all  bonds  purchased  by  the  Trustee  for  the  tem- 
porary investment  of  such  deposited  moneys  shall  have  such 
qualifications  as  to  make  them  legal  investments  for  savings 
banks  in  the  State  of  New  York. 


ARTICLE  VIII. 

Section  1.  Until  some  default  shall  have  been  made  in 
the  due  and  punctual  payment  of  the  interest,  or  of  tbe  prin- 
cipal, of  the  bonds  hereby  secured,  or  of  some  part  of  such 
interest  or  principal,  or  in  the  due  and  punctual  performance 
and  observance  of  some  covenant  or  condition  hereof  obliga- 
tory upon  the  Gas  Company,  and  until  such  default  shall  have 
continued  beyond  the  period  of  grace,  herein  provided,  if 
any,  the  Gas  Company,  its  successors  and  assigns,  shall  be 
suffered  and  permitted  to  retain  the  actual  possession  of  all 
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(las  Company  to 
receive  reconvey- 
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when  bonds  are 
paid. 


the  property  that  may  be  conveyed  and  mortgaged  to  the 
Trustee,  and  to  manage,  operate  and  use  the  same,  and  every 
part  thereof,  with  the  rights  and  privileges  appertaining 
thereto,  and  to  collect,  receive,  take,  use  and  enjoy  the  tolls, 
earnings,  income,  rents,  issues  and  profits  thereof. 

Sec.  2.  If,  when  the  bonds  hereby  secured  shall  have  be- 
come due  and  payable  (whether  by  lapse  of  time  or  by  exer- 
cise of  the  privilege  of  redemption),  the  Gas  Company  shall 
well  and  truly  pay,  or  cause  to  be  paid,  the  whole  amount  of 
the  principal,  moneys  and  interest  due  upon  all  of  the  bonds 
and  coupons  for  interest  thereon  hereby  secured  then  out- 
standing, or  shall  provide  for  such  payment  by  depositing 
with  the  Trustee  hereunder  for  the  payment  of  such  bonds 
and  coupons  the  entire  amount  then  due  thereon  for  piincipal 
and  interest,  and  shall  also  pay,  or  cause  to  be  paid,  all  other 
sums  payable  hereunder  by  the  Gas  Company,  and  shall  well 
and  truly  keep  and  perform  all  the  things  herein  required  to 
be  kept  and  performed  by  it,  according  to  the  true  intent  and 
meaning  of  this  Indenture,  then,  and  in  that  case,  the  Trustee 
shall  pay  to  the  Gas  Company  all  moneys,  or  other  property 
then  held  by  it  hereunder,  and  all  the  property,  rights  and 
interests  hereby  conveyed  or  pledged  shall  revert  to  the  Gas 
Company,  and  the  estate,  right,  title  and  interest  of  the  Trus- 
tee shall  thereupon  cease,  determine  and  become  void;  and 
the  Trustee  in  such  case  upon  demand  of  the  Gas  Company, 
and  at  its  cost  and  expense,  shall  execute  proper  instruments 
acknowledging  satisfaction  of  this  Indenture,  and  such  deeds 
of  release  or  conveyance  as  shall  be  necessary,  proper  01 
requisite  to  revest  in  the  Gas  Company  the  property  then 
subject  to  this  Indenture  free  and  discharged  from  the  lien 

thereof. 
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ARTICLE  IX. 

The  Trustee,  for  itself,  and  its  successors,  hereby  accepts 
the  trusts  and  assumes  the  duties  herein  created  and  imposed 
upon  it,  hut  only  upon  the  following  terms  and  conditions, 
to-wit : 

(a)  The  Trustee  shall  be  protected  in  any  action  taken 
by  it  upon  any  notice,  resolution,  vote,  request,  consent,  cer- 
tificate, affidavit,  statement,  bond  or  other  paper  or  document 
believed  by  it  to  be  genuine,  and  to  have  been  passed  or  signed 
by  the  proper  parties. 

( b ) The  Trustee  may  select  and  employ  in  and  about  the 
execution  of  this  trust  suitable  agents  and  attorneys,  whose 
reasonable  compensation  shall  be  paid  to  the  Trustee  by  the 
Gas  Company,  or  in  default  of  such  payment,  shall  be  a charge 
upon  the  hereby  pledged  premises  and  property,  and  the  pro- 
ceeds thereof,  paramount  to  said  bonds. 

( c ) The  Trustee,  save  for  its  gross  negligence  or  willful 
default,  shall  not  be  personally  liable  for  any  loss  or  damage. 

(cl)  It  shall  be  no  part  of  the  duty  of  the  Trustee  to  file 
or  record  this  Indenture  as  a mortgage  or  conveyance  of  real 
estate,  or  as  a chattel  mortgage,  or  as  a conveyance  of  transfer 
of  personal  property,  or  to  renew  such  mortgage,  or  to  pro- 
cure any  further,  other  or  additional  instruments  of  further 
assurance,  or  to  do  any  other  act  which  may  be  necessary  to 
be  done  for  the  continuance  of  the  lien  hereof,  or  for  giving 
notice  of  the  existence  of  such  lien,  or  for  extending  or  sup- 
plementing the  same.  The  Trustee  shall  not  be  liable  for  the 
exercise  of  any  discretion  or  power  hereunder,  or  mistakes  or 
errors  of  judgment,  or  otherwise  in  connection  with  this 
trust,  except  wilful  misconduct  or  gross  negligence.  The 
Trustee  shall  not  be  obliged  to  take  notice  of  any  default  until 
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it  has  received  written  notice  thereof,  signed  by  the  holders 
of  at  least  one-fourth  of  the  bonds  outstanding  hereunder. 

(e)  The  Trustee  shall  have  a first  lien  upon  the  mortgaged 
property  and  fund  for  its  reasonable  expenses,  counsel  fees 
and  compensation,  and  for  all  liabilities  incurred  in  and  about 
the  execution  of  the  trust  hereby  created,  and  the  exercise 
and  performance  of  its  power  and  duties  hereunder,  which 
expenses,  counsel  fees  and  compensation  the  Gas  Company 
covenants  and  agrees  to  pay  on  demand. 

(/’)  The  Trustee  shall  be  under  no  obligation  or  duty  to 
perform  any  act  hereunder,  or  defend  any  suit  in  respect 
hereof,  unless  reasonably  indemnified.  Excepting  as  herein 
expressly  otherwise  provided,  the  Trustee  shall  not  be  bound 
to  recognize  any  person  as  a bondholder,  unless  and  until  his 
bonds  are  submitted  to  the  Trustee  for  inspection,  if  required, 
and  his  title  satisfactorily  established,  if  disputed. 

(g ) The  recital  of  facts  herein  and  in  said  bonds  con- 
tained shall  be  taken  as  statements  by  the  Gas  Company,  and 
shall  not  be  construed  as  made  by  the  Trustee. 

( h ) The  Trustee  shall  not  be  personally  liable  for  any 
debts  contracted  by  it,  nor  for  damages  to  persons  or  prop- 
erty injured,  nor  for  salaries  or  nonfulfillment  of  contracts, 
during  any  period  in  which  the  Trustee  shall  manage  or  oper- 
ate the  trust  property,  franchises  or  premises,  upon  entry  or 
voluntary  surrender,  as  hereinbefore  provided. 

( i ) It  shall  be  no  part  of  the  duty  of  the  Trustee  to  pro- 
cure any  fire  or  other  insurance  on  the  mortgaged  property,  or 
to  renew  any  policies  which  may  be  procured  by  it  or  the  Gas 
Company,  nor  shall  it  be  under  any  obligation  to  pay  any 
taxes,  assessments  or  other  levies  on  the  mortgaged  property. 

(j)  The  Trustee  shall  have  no  responsibility  for  the  val- 
idity of  this  instrument,  or  of  the  execution  or  acknowledg- 
ment or  recording  thereof,  or  of  any  bond  secured  hereby;  nor 
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for  the  nature,  extent  or  amount  of  the  security  afforded 
hereby;  nor  shall  it  be  responsible  for  any  breach  by  the  Gas 
Company  of  any  covenant  in  this  Indenture  contained. 

(k)  In  case  at  any  time  it  shall  be  necessary  or  proper 
for  the  Trustee,  its  successor  or  successors,  to  make  any  in- 
vestigation respecting  any  fact  preparatory  to  taking  or  not 
taking  any  action  or  doing  or  refraining  from  doing  any- 
thing under  this  Indenture,  as  such  Trustee,  the  certificate 
of  the  Gas  Company,  under  its  corporate  seal,  signed  and 
sworn  to  by  its  President,  Vice-President,  Secretary  or  Treas- 
urer, shall  be  sufficient  evidence  of  such  fact  to  protect  the 
Trustee,  or  its  successor  or  successors,  in  any  action  it  may 
take  or  refrain  from  taking  by  reason  of  the  supposed  exist- 
ence of  such  fact. 

(l)  The  Trustee,  or  any  successor  or  successors  hereafter 
appointed,  may  resign  and  be  discharged  of  the  trust  hereby 
created  by  written  notice  thereof  to  the  Gas  Company,  and 
by  publication  at  least  once  in  each  week  for  four  successive 
weeks  in  a daily  newspaper,  published  in  the  City  of  Chi- 
cago, and  for  a like  number  of  times  in  a daily  newspaper 
published  in  the  City  of  Mobile,  Alabama,  and  by  due  execu- 
tion of  the  conveyances  herein  required. 

ARTICLE  X. 

The  Trustee,  or  any  Trustee  hereafter  appointed,  may  be  Removal  of  t™s- 

tee. 

removed  at  any  time  by  an  instrument  or  concurrent  instru- 
ments in  writing,  signed  by  the  holders  of  not  less  than  two- 
thirds  in  amount  of  the  bonds  hereby  secured  and  then  out- 
standing. 

In  case  at  any  time  the  Trustee,  or  any  Trustee  Appointment  of 

. new  trustee. 

hereafter  appointed,  shall  resign,  or  shall  be  removed,  or 
otherwise  shall  become  incapable  of  acting  a successor  may 
be  appointed  by  the  holders  of  a majority  in  amount  of  the 
bonds  hereby  secured  and  then  outstanding  by  an  instrument 
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or  concurrent  instruments,  signed  by  such  bondholders,  or 
their  attorneys  in  fact  duly  authorized ; provided,  neverthe- 
less, and  it  is  hereby  agreed  and  declared,  that  in  case  at  any 
time  there  shall  be  a vacancy  in  the  office  of  the  Trustee  here- 
under, the  Gas  Company,  by  an  instrument  executed  by  or- 
der of  its  Board  of  Directors,  may  appoint  a Trustee  to  fill 
such  vacancy  until  a new  Trustee  shall  be  appointed  by  the 
bondholders,  as  herein  authorized.  The  Gas  Company  shall 
publish  a notice  of  any  such  appointment  by  it  made  once  in 
each  week  for  four  successive  weeks  in  a daily  newspaper 
published  in  the  City  of  Mobile,  Alabama,  and  for  a like 
number  of  times  in  a daily  newspaper  published  in  the  City  of 
Chicago,  Illinois;  and  any  new  Trustee  appointed  by  the  Gas 
Company  shall  immediately  and  without  further  act  be  super- 
seded by  a Trustee,  appointed  by  the  bondholders  in  the  man- 
ner above  provided,  prior  to  the  expiration  of  one  year  after 
such  publication  of  notice.  Every  such  Trustee  appointed  by 
the  bondholders  or  by  the  Gas  Company  shall  always  be  a 
Trust  Company  in  good  standing,  having  a capital  and  sur- 
plus aggregating  two  million  dollars,  if  there  be  such  a Trust 
Company  willing  and  able  to  accept  the  trust  upon  reason- 
able or  customary  terms. 

Any  new  Trustee  appointed  hereunder  shall  execute,  ac- 
knowledge and  deliver  to  the  Trustee  last  in  office,  and  also 
to  the  Gas  Company,  an  instrument  accepting  such  appoint- 
ment hereunder,  and  thereupon  such  new  Trustee,  without 
any  further  act,  deed  or  conveyance,  shall  become  vested  with 
all  the  estates,  properties,  rights,  powers,  trusts,  duties  and 
obligations  of  its  predecessor  in  trust  hereunder,  with  like 
effect,  as  if  originally  named  as  Trustee  herein;  but  the 
Trustee  ceasing  to  act  shall,  nevertheless,  on  the  written  re- 
quest of  the  Gas  Company,  or  of  the  new  Trustee,  execute  and 
deliver  all  necessary  instruments  transferring  to  such  new 
Trustee,  upon  the  trusts  herein  expressed,  all  the  estates,  prop- 
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erties,  rights,  powers  and  trusts  of  the  Trustee  so  ceasing  to 
act,  and  shall  duly  assign,  transfer  and  deliver  all  properties 
and  moneys  held  by  such  Trustee  to  the  new  Trustee.  Should 
any  deed,  conveyance  or  instrument  in  writing  from  the  Gas 
Company  he  required  by  any  new  Trustee  for  more  fully  and 
certainly  vesting  in  and  confirming  to  such  new  Trustee 
such  estate,  rights,  powers  and  duties,  any  and  all  such  deeds, 
conveyances  and  instruments  in  writing  shall,  upon  request, 
be  made,  executed,  acknowledged  and  delivered  by  it. 


ARTICLE  XI. 

In  the  event  that  at  any  time  during  the  continuance  of  the 
trust  hereby  created,  the  plant  and  property  of  the  Gas  Com- 
pany, or  any  part  or  portion  thereof,  shall  be  purchased  by 
any  municipality  under  the  provisions  of  any  existing  or  fu- 
ture ordinance  or  grant  owned  or  controlled  by  the  Gas  Com- 
pany, its  successors  or  assigns,  the  amount  so  received  from 
any  such  municipality  from  the  sale  of  any  such  property, 
shall  be  paid  direct  to  the  Trustee  hereunder,  and  shall  be 
used  and  applied  by  said  Trustee  to  the  payment,  redemption 
and  retirement  of  the  outstanding  bonds  secured  hereby,  in 
the  same  manner  as  provided  in  Article  VI  hereof  for  the  dis- 
position of  the  proceeds  of  properties  sold  by  the  Trustee. 

ARTICLE  XII. 

Nothing  contained  in  this  indenture  or  in  any  bond  hereby 
secured,  shall  prevent  any  consolidation  or  merger  of  the 
Gas  Company  with  any  other  corporation  or  any  conveyance, 
transfer  or  lease,  subject  to  the  continuing  lien  of  this  in- 
denture and  to  all  the  provisions  thereof,  of  all  the  mortgaged 
property,  franchises  and  premises  to  any  corporation  law- 
fully entitled  to  acquire  the  same;  provided,  however,  that 
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such  consolidation,  merger,  sale  or  lease  shall  be  upon  such 
terms  as  to  preserve  and  not  impair  the  lien  and  security  of 
this  indenture,  or  any  of  the  rights  or  powers  of  the  Trustee 
or  of  the  bondholders  hereunder;  and  provided,  further,  that 
in  case  of  such  consolidation  or  merger,  conveyance,  transfer 
or  lease  then  any  such  corporation  with  which  the  Gas  Company 
may  be  consolidated  or  merged,  or  to  which  the  property, 
franchises  and  premises  of  the  Gas  Company  may  be  conveyed, 
transferred  or  leased,  or  the  successor  of  any  such  corpora- 
tion, shall  keep  separate  account  of  the  tolls,  earnings,  rents, 
issues  and  profits  and  other  income  of  such  property,  fran- 
chises and  premises,  and  of  the  expenses  incurred  in  man- 
aging, operating  and  using  the  same,  and  such  net  income, 
after  paying  the  expenses  of  operating  and  maintaining  the 
said  property,  franchises  and  premises  and  of  conducting 
the  business  thereof  and  the  taxes  and  rentals  thereon,  shall 
be  first  applied  to  the  payment  of  the  interest  accruing  and 
maturing  upon  the  bonds  issued  hereunder. 

ARTICLE  XIII. 

Section  1.  All  of  the  covenants,  stipulations,  promises, 
undertakings  and  agreements  herein  contained,  by  or  on  be- 
half of  the  Gas  Company,  shall  bind  its  successors  and  as- 
signs, whether  so  specified  or  not.  For  all  purposes  of  this 
Indenture,  including  the  execution,  issue  and  use  of  any  of 
the  bonds  hereby  secured,  the  term  “Gas  Company”  in- 
cludes and  means  not  only  the  party  of  the  first  part  hereto, 
but  also  its  successors  and  assigns. 

Sec.  2.  The  word  “Trustee”  means  the  Trustee  for  the 
time  being,  whether  original  or  substituted.  The  words 
“Trustee,”  “Bond”  and  “Bondholder”  shall  include  the 
plural  as  well  as  the  singular  number,  unless  otherwise  speci- 
fied. The  word  “Coupons”  refers  to  the  coupons  attached 
to  the  bonds  secured  hereby. 
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In  Testimony  Whereof,  the  parties  hereto  have  caused 
this  Indenture  to  be  executed  in  triplicate  by  their  respective 
duly  authorized  officers,  and  their  respective  corporate  seals 
to  be  hereunto  affixed  the  day  and  year  first  above  written. 

Mobile  Gas  Company, 

By  Henry  M.  Dawes, 
President. 

Attest : 

L.  J.  Davis, 

Asst.  Secretary. 

Signed,  sealed  and  delivered  by  the  Mobile  Gas  Company, 
in  the  presence  of : 

C.  W.  Demmon, 

R.  M.  Mackenzie, 

Witnesses. 

Central  Trust  Company  of  Illinois, 

By  W.  Irving  Osborne, 

(seal)  Vice-President. 

Attest: 

Albert  G.  Mang, 

Secretary. 

Signed,  sealed  and  delivered  by  the  Central  Trust  Com- 
pany of  Illinois,  in  the  presence  of : 

J.  L.  Lehnhard, 

E.  R.  Baker, 

Witnesses. 


52 


State  of  Illinois,  ) 

County  of  Cook,  j s,s' 

I,  F.  J . Carroll,  a Notary  Public  in  and  for  the 
State  and  ( 'ounty  aforesaid,  hereby  certify  that  Henry 
M.  Hawes,  whose  name  is  signed  to  the  foregoing 
mortgage  or  deed  of  trust  as  the  President  of  Mobile 
Gas  Company,  and  L.  J.  Davis,  whose  name  is  signed 
thereto  as  Assistant  Secretary  of  said  Company,  and  who  are 
each  personally  known  to  me  and  also  known  to  me  to  he  the 
President  and  Assistant  Secretary,  respectively,  of  said 
Company,  acknowledged  before  me,  on  this  day,  that  the  seal 
affixed  to  the  foregoing  instrument  is  the  corporate  seal  of 
said  Mobile  Gas  Company,  the  corporation  described  in  and 
which  executed  the  above  instrument;  that  it  was  so  affixed 
by  order  of  the  Board  of  Directors  of  said  corporation;  that 
they  signed  their  names  thereto  by  like  order;  and  that, 
being  informed  of  the  contents  of  said  instrument,  and  hav- 
ing been  duly  authorized  thereunto,  they  executed  the  same 
voluntarily,  on  the  day  the  same  bears  date,  in  the  name  of 
and  for  and  on  behalf  of  the  Mobile  Gas  Company,  by  signing 
its  name  thereto  and  attaching  its  corporate  seal,  and  attest- 
ing the  same  by  their  official  signatures. 

Given  under  my  hand  and  notarial  seal  this  9th  day  of  Febru- 
ary, A.  D.  1910. 

My  commission  expires  July  12, 1911. 

F.  J.  Carroll, 

Notary  Public,  Cook  County,  Illinois. 


(seal) 
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State  op  Illinois,  ( 

County  of  Cook.  1 ss' 

I,  Geo.  T.  Parkliurst,  Notary  Public,  in  and  for  the 
State  and  County  aforesaid,  hereby  certify  that  W. 
Irving  Osborne,  whose  name  is  signed  to  the  foregoing 
mortgage  or  deed  of  trust  as  the  Vice-President  of 
Central  Trust  Company  of  Illinois,  and  Albert  G.  Mang, 
whose  name  is  signed  thereto  as  Secretary  of  said 
Company,  and  who  are  each  personally  known  to  me,  and 
also  known  to  me  to  be  the  Vice-President  and  Secre- 
tary, respectively,  of  said  Company,  acknowledged  before 
me,  on  this  day,  that  the  seal  affixed  to  the  foregoing  in- 
strument is  the  corporate  seal  of  said  Central  Trust  Com- 
pany of  Illinois,  the  corporation  described  in  and  which 
executed  the  above  instrument;  that  it  was  so  affixed  by 
order  of  the  Board  of  Directors  of  said  corporation;  that 
they  signed  their  names  thereto  by  like  order;  and  that,  be- 
ing informed  of  the  contents  of  said  instrument,  and  having 
been  duly  authorized  thereunto,  they  executed  the  same  vol- 
untarily, on  the  day  the  same  bears  date,  in  the  name  of  and 
for  and  on  behalf  of  the  Central  Trust  Company  of  Illinois, 
by  signing  its  name  thereto  and  attaching  its  corporate  seal,- 
and  attesting  the  same  by  their  official  signatures. 

Given  under  my  hand  and  notarial  seal  this  9th  day  of  Feb- 
ruary, A.  D.  1910. 

My  Commission  expires  September  17,  1912. 

Geo.  T.  Parkhurst, 
Notary  Public,  Cook  County,  Illinois. 


(seal) 
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State  op  Alabama,  ) 
Mobile  County.  ( 


Probate  Court. 

Feb.  15,  1910. 

Filed  in  this  office  this  day  and  duly  recorded  in  Mortgage 
Book  No.  66  N.  S.,  pages  73  to  93,  inclusive. 

P.  Williams,  Jr., 
Judge  of  Probate. 
By  P.  Williams, 

Clerk, 


State  of  Alabama,  I 
Mobile  County.  f 

I,  Price  Williams,  Jr.,  Judge  of  Probate  for  said  county, 
hereby  certify  that  the  following  privilege  tax  has  been  paid  on 
the  within  instrument  as  required  by  acts  1902  and  1903,  viz.: 
$4,500. 

P.  Williams,  Jr., 
Judge  of  Probate. 

By  P.  Williams, 

Clerk. 


